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Editorial Comment 


INFLATION—AHEAD OR HERE? 


N a recent radio address entitled, “Inflation Ahead,” 
I Protesor Hudson B. Hastings of Yale University not 

only gave a definition of “inflation,” but explained some 
of its disastrous results. 

Before considering what Professor Hastings said, it 
may be well to enquire as to the appropriateness of the 
title of his address. {Is inflation ahead, or is to actually 
here? To this question the somewhat cryptic response of 
“ves” and “no” must be made. We are in the midst of 
inflation so far as relates to Government borrowing to 
meet the heavy Treasury deficit, for here we have the crea- 
tion of credit not related to production and trade. This 
is the “yes” answer to the question propounded. But there 
is a “no” reply also. Counteracting the inflation men- 
tioned there is the low state of production and trade and 
the prevalance of unemployment on a large scale. These 
are deflationary elements in the situation. What may 
happen with a continued budget deficit once trade and 
production become active and unemployment ends, that is 
a very interesting problem. 

Professor Hastings tells us “that inflation will sooner 
or later occur when the volume of money in circulation 
continues to increase at a faster rate than the growth in 
the physical volume of business. By money I mean to 
include both hand-to-hand money and commercial bank 
deposits subject to check. At the present time about four- 
fifths of our money supply consists of deposits subject to 
check, or in other words, bank credit money.” 

But for the reasons already stated, the tremendous in- 
crease in bank, deposits in recent years must have resulted 
in inflation of a serious character. 

Many people connect inflation solely with fiat money, 
but Professor Hastings points out that: 


“In our own country the rapid increase of prices by 
150 per cent. from 1915 to 1920 was primarily due to the 
influx of gold from Europe and the expansion .of. bank 
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credit money based on this new gold. Wages and salaries 
lagged seriously behind the rise in prices. Pensioners, and 
those dependent on the income from savings, suffered 
severely.” 


But paper money was far more disastrous: “The post- 
war paper money inflation in France permanently wiped 
out four-fifths of the savings of the thrifty which had been 
placed in apparently the most secure form. In Germany 
such savings were entirely wiped out.” 

The threat of inflation is regarded as imminent, and 
Professor Hastings counsels that something should be done 
about it. He concluded his address by saying: 


' “We are, in fact, face to face with the gravest threat to 
disastrous inflation which has confronted us since the green- 
back days of the Civil War. It can and should be stopped 
before it is too late. The steps which should be taken in 
the immediate future are: 


“Ist. Repeal the laws giving the President the power to 
issue $3 billion of greenbacks and the further power 
to devalue the gold dollar by another 17 per cent.; 

“2nd. Repeal the Silver Purchase Act of 1934; 

“83rd. and most important of all: Immediately and drasti- 
cally reduce Federal expenditures and increase taxes 
to a point where the expenses and income of the 
Government will be brought into current balance 
within the next fiscal year. 

“It is absolutely essential that this be done if we are to 
prevent this rise in prices, which is already well under way, 
from developing into an inflation which will bring disaster 
to all.” 


The evils of inflation are so great that heed should be 
given to these wise admonitions. 


“GOD HELP THE SURPLUS” 


\ X y HL this fervent expression dates back many 
years, and was attributed at the time of its delivery 
to Corporal James Tanner, Commissioner of 

Pensions, its applicability to the recent tax program at 

Washington is clearly apparent. 
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The Treasury, under the necessity of finding additional 
productive sources of taxation, has discoverea the large 
undistributed earnings which a few of the more fortunate 
corporations still have, and has decided that here is to be 
found a hitherto untapped source of revenue capable of 
furnishing a rich harvest to the tax gatherer. 


In discussing this question, it is first essential to define 
the word “surplus.” As this item appears in the balance- 
sheet it merely represents the excess of assets over liabilities, 
and may consist of investment in plant, or in securities, and. 
to a rather limited extent of cash. Any tax imposed upon 
surplus of this character would plainly be a capital levy. 
But as the proposal does not contemplate a tax on present 
undistributed surplus earnings, but on surplus income here- 
after accruing, it takes on a different character. Its effect 
will be to compel corporations, instead of setting aside so 
large a share of their earnings to surplus account, to dis- 
tribute them to shareholders in the form of dividends. 
These dividends will then be subject to income taxes, and 
even after the repeal of some of the existing corporate 
taxes, the result will be a large increase in the revenue 
received from this source. 


The advantages to a corporation in having large sur- 
plus accumulations are rather obvious. By plowing back 
into this account a considerable amount of excess earnings, 
a corporation is able to keep its plant up to date, to pro- 
vide dividends to shareholders and wages to employes in 
lean years when earnings are deficient. As a matter of 
sound finance, no principle is more firmly established than 
that of keeping in reserve a portion of earnings in pros- 
perous years against seasons of adversity. This principle, 
as relates to banks, has received legal sanction, the banks 
being compelled by law to set aside a part of their earnings 
until the amount of surplus reaches a certain proportion to 
capital. Had this provision been absent from the banking 
laws of the country the position of the banks in adverse 
times would have been greatly weakened. 

In considering this question, one need not ignore the 
fact that in some cases the large surplus funds of some of 
the corporations were put to an injudicious use, as was the 
case when funds from this source went so largely to the 
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encouragement of stock speculation prior to the collapse 
of 1929. 

The share market, quite naturally, responded to this 
new tax proposal by recording quick and substantial ad- 
vances. For it was clearly seen that if the corporations 
were to disburse larger dividends, the desirability of their 
shares would be enhanced. 

Back of this taxation proposal, one may discern the 
philosophy so much in favor at the present time, that of 
spending instead of saving; and, quite aside from the 
merits of the proposal itself, the tendency it represents is 
something to arouse concern. 

In putting what amounts practically to a confiscatory 
tax on surplus earnings, if they are not disbursed, an 
approach is made perilously near to what amounts, in 
substance to a capital levy, for whether the impost is laid 
directly on capital, or in a form which prevents its accumu- 
jation, the result is not much different, 

We are bound, by such schemes, gradually to dry up 
the sources of taxation. And the time is already at hand 


when the country is under the necessity, not of finding 
additional sources of revenue, but to curtail wasteful 
expenditures. 


RESTRICTIONS ON BUYING SECURITIES BY 
BANKS 


EGULATIONS recently promulgated by the Comp- 
troller of the Currency, under authority of law, 
impose very stringent restriction on the purchase of 

investment securities by the national banks and other mem- 
bers of the Federal Reserve System. 

The first of these regulations applies to marketability, 
and by this is meant that, under ordinary circumstances, the 
security has a value that sales may be made at “intrinsic 
values.” 

Sound as this regulation may be in principle, its practi- 
cal usefulness is not correspondingly great. It is under 
other than “ordinary circumstances” that banks are com- 
pelled to find a market for their securities, when a realiza- 
tion of “intrinsic values” becomes exceedingly difficult. 
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Perhaps the most important of these regulations is that 
which prohibits the purchase of securities of a predomi- 
nantly speculative type, for here lies the greatest danger 
to the banks, as many of them have learned by experience. 

Other regulations relate to the limitations on the pur- 
chase of securities above par, and under agreements of 
repurchase. ‘There was made public at the same time a 
number of rules for the guidance of the banks in buying or 
selling securities for the account of customers. 

These rules and regulations are somewhat idealistic in 
character, and strictly to observe them in all cases will not 
be found easy, though to the extent they can be followed 
the safety of bank investing will be increased. 

It may be, in this instance as in so much of recent bank- 
ing and other legislation, the pendulum has swung too far 
in the opposite direction. The banks have lost heavily 
through bad investments, as have many individuals. Such 
loss has not been entirely the fault either of the banks or 
the individuals. Consequences of investment losses by the 
banks are so far-reaching that attempts to lessen them are 
to be commended. - 


OUR SILVER POLICY IN THE EYES OF 
OTHERS 


S the Poet Burns indicated, it is good for mortals to 
Aw themselves through the eyes of others, and it will 
for this reason afford amusement and possibly in- 
struction to look at our silver policy as reflected from 
foreign eyes. 

At the recent annual meeting of the National Provincial 
Bank Limited of London, the chairman, Colin Frederick 
Campbell, had this to say: 

“Important as the United States are as the largest con- 
sumers of a great number of materials and foodstuffs, all 
the world must wish them well in their efforts to regain 
prosperity, which have been during the latter part of 1935 
accompanied by substantial success. At the same time, the 
world in general can only hope that American policy may 
have less disastrous effects abroad in the year that has begun 
than were produced by the scheme of silver purchases 
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adopted in the summer in 1934. ‘Towards the end of 1933 
silver was quoted in London, at 184d. per oz. and by the 
end of 1984 it had risen to 244d. per oz., whilst during the 
year 1935 the range of prices moved between 21d. per oz. 
and 86d. per oz. 

“The high prices were entirely due to the action of the 
American Government, and among the consequences have 
been extreme deflation and economic distress in China, the 
partial divorce of China from the silver standard, and the 
hurried calling in by Mexico of her silver currency. This 
bare recital of the actual and possible consequences of the 
inordinate rise in the price of silver shows how serious are 
the international repercussions of the American Govern- 
ment’s policy. 

“During the latter period of 1935, however, the silver 
market was again turned upside down by a reversal of 
American policy, presumably caused by a realization of the 
enormous cost that must be involved in its maintenance. 

“A sudden cessation of American purchasés led to 
violent collapse and the price of the metal has fallen to 
20d. per oz. 

“With the monetary policy of the country, that is the 
principal creditor nation, managed on such lines as these, 
we must agree with the view of our own authorities that 
the time is not ripe for any discussion of currency stabiliza- 
tion or of a partial and precautionary return to the gold 
standard.” 

On the other hand, our silver policy seems to be re- 
garded in a different light in China, The Chinese Economic 
and Statistical Review of Shanghai says: 

“On November 4, the Finance Ministry proclaimed the 
bank notes of the Central Bank, the Bank of China and the 
Bank of Communications to be legal tender, at the same 
time prohibiting the use of silver dollars. The result of 
this measure is to withdraw silver from circulation and use 
it only as reserve in the banks. Hence the Finance Ministry 
also ordered the private banks and all people to send their 
silver to the three banks above-mentioned, so that the re- 
serve will be concentrated there. At the same time the 
Central Bank is to be organized into a central reserve bank 
with special facilities to keep this silver reserve. 

“Since the European War all gold-using countries have 
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withdrawn gold coins from circulation. Gold in these coun- 
tries is used for international payments; in other words, as 
reserve for foreign exchange rather than for home circula- 
tion. Their people have become so accustomed to the use 
of bank notes and checks that the circulation of gold coins 
is no more necessary and their Governments do not have to 
promulgate any law to withdraw them from circulation. 
For more than ten years, the value of their bank notes was 
not affected by their not being redeemable in gold. In 
recent years Great Britain, the United States of America 
and many other countries went off the gold standard one 
after another, not because they had any trouble about 
redemption, but because they adopted such measures to 
keep the value of their currency at a lower level so as to 
promote their foreign trade and stimulate economic re- 
covery. As to their money in circulation, it is still the same 
kind of bank notes, just as they have been used for more 
than ten years. 

“In making our bank notes legal tender and withdraw- 
ing silver dollars from circulation, our Government has 
merely followed the usage of foreign countries since the 
European War. We cannot for this reason conclude that 
the Government has any intention of devaluation, inflation, 
or the adoption of any foreign exchange standard. Our 
people have also used bank notes and checks for many 
years, and at ordinary times have not insisted upon redeem- 
ing them in silver before their value is maintained. There- 
fore, in the future, although silver coins will not circulate 
any more in the market, we may still be considered as on 
the silver standard provided other economic conditions do 
not change and the people use the bank notes as before. In 
international payments the Government must, of course, 
still give the same quantity of pure silver as is contained 
in the standard dollars, so as to make the silver standard 
effective. 

“However, this is a theoretical possibility, since the Gov- 
ernment will not merely use the silver reserve for the 
maintenance of equilibrium in international payments. In 
fact, it is not necessary for the Government to devote the 
silver to the making up of our adverse trade balance. The 
same object may be attained by other means, and the silver 
may be retained in the country to strengthen the confidence 
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of the people in the bank notes. If all silver is nationalized 
and the Government occasionally stops its import and ex- 
port, then, although the equalization tax be abolished, we 
shall still be off the silver standard. For unless silver is 
used freely jin international dealings, the silver standard 
will be affected and it does not matter whether in the 
country bank notes are redeemed in silver or not. 

“After the promulgation of the new currency reform 
the Central Bank has maintained fairly stable exchange 
relations with Great Britain, the United States of America, 
France and Japan. During recent months exchange rates 
between these countries have not fluctuated very much, and 
since we maintain also a fairly stable rate with these coun- 
tries we have, in fact, adopted a foreign exchange standard. 
In our opinion, this is a very wise transitional measure 
because the people, since they cannot redeem their bank 
notes in silver, may entertain doubts about the currency 
and prices will rise, as they have already done so in certain 
places. When prices rise abruptly, confidence in the bank 
notes will be shaken and it may lead to some sort of panic. 
Hence the maintenance of a stable exchange rate will not 
only solve our exchange problem, but will also strengthen 
the confidence of the people and uphold the value of the 
legal tender notes.” 

It may be noted that one paragraph of this article 
states that from what has been done it cannot be concluded 
that the Government has any intention of devaluation, in- 
flation, or the adoption of any foreign exchange standard. 
But, in the concluding paragraph it is said: “We have, in 
fact, adopted a foreign exchange standard.” 

England and China may have a better conception of our 
silver policy than seems to prevail in this country, 


THE “CREATION” OF BANK DEPOSITS 
Pinas have woot who try to stir up antagonism against 


banks have used the statement that banks create credit 
out of nothing, This statement has often been an- 
swered by our own bankers, and recently a strong reply 
to it was made by an English banker. W. Fayill Tuke, 
chairman of Barclays Bank Limited, had the following to 
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say on the subject, speaking at the annual shareholders’ 
meeting of that institution: 

“Statements which have been made from time to time 
are capable of the interpretation that all a bank has to do 
when it wishes to increase its own deposits is to buy an 
investment, make an advance or discount a bill; but if it 
were possible for a bank to create deposits for itself with- 
out cost or limit, it would be absurd for the banks to en- 
deavor to attract deposits by the payment of interest and 
by the rendering of many valuable services to their cus- 
tomers. 

“Just as it is true that every net increase in banking 
assets increases deposits, so is it true that an individual 
bank can only continue to lend so long as it continues to 
receive deposits from its ‘customers. Having, by the 
granting of a loan or by any other operation, increased its 
. deposits the bank does not retain any ownership or right in 
such deposit. 'The amount can be drawn out in cash, or 
paid into another bank, and in either case the first bank’s 
holding of cash would be reduced and its ratio of cash to 
deposits would fall. If this process were not arrested, the 
bank’s business would soon come to an end. Consequently, 
it is only by attracting deposits to itself that it can continue 
to function, and to provide the many services upon which 
the smooth working of the trade and industry of the country 
depends. 

“The primary function of a bank is to mobilize or make 
liquid the assets of its customers, and the suggestion so 
often made that a bank ‘creates’ credit out of nothing is 
therefore definitely incorrect; in the final analysis, the 
granting of a credit by a bank represents the exchange of 
one form of debt for another. Moreover, the credit which 
a bank can grant to creditworthy borrowers depends upon 
its own credit standing as represented by the degree of trust 
reposed in it by the public, which is itself the product of 
many years of valuable service, fair dealing and integrity, 
supported by the strength of its position as disclosed by its 
balance-sheet.” 

This may be elementary information to bankers, but the 
politicians who continue to make the charge that banks 
create credit out of nothing are either ignorant of the truth 
of the matter or wilfully misrepresent it. 
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PUTTING FIRST THINGS FIRST 


HAT was said by President Roosevelt in his in- 
: augural address, and represented what he said was 
his belief. The diffieulty in appraising the course the 
President has followed consists in difference of opinion as 
to what are “first things.” Political opponents have 
charged the Administration of putting reform before re- 
covery. To this the President and his advisers could perti- 
nently reply, that there could be no real recovery without 
first instituting a number of reforms. Whatever may have 
been the Administration’s view of that matter, we have 
evidently had more reform than recovery, though the latter 
is gradually taking place, but whether as a result of the 
reforms or other causes, there again sharp differences of 
opinion exist. 

If the reforms put into effect were a necessary part of 
the recovery program, if they were really “first things,” — 
there are now two other problems that may demand atten- 
tion as being of primary concern. These problems are un- 
employment and the balancing of the budget. 

The persistence of unemployment on the present large 
scale is an irrefutable witness of the failure to end it by the 
methods thus far adopted. Whether this failure is due to 
governmental policy, to lack of initiative on the part of 
industry, or to both, does not alter the fact that unemploy- 
ment thus far has proved incurable by all the methods here- 
tofore adopted. It is time those responsible for this. de- 
plorable situation should sink their differences and get to- 
gether for the welfare of the unemployed. 

Hardly of less importance is the colossal and ever-grow- 
ing budget deficit. It may be said that the recent heavy 
over-subscription for Government securities proves the 
strength of the public credit. That is not the case. What 
it did prove was that credit conditions are abnormal, and 
that it is easy to float bonds through the banks instead of 
through the customary investment channels. 

Balancing the budget, to end the threat of disastrous 
inflation, and the reduction of unemployment, to lessen 
human suffering, these have become “first things.” They 
should be put first. 





Bankers I Have Met 


Being Some Random Notes of One Who Has Been Meeting 
Them for More Than Forty Years 


and an alert manner, kept whis- 
tling all during my interview 
with him. And I learned from another 
banker that this was his usual custom 
when meeting anyone. The tune, on 
this occasion, could not be made out, 
owing either to the lack of it on the 
part of the whistler, or imperfect musi- 
cal understanding on the part of the 
listener. 
But, from his appearance and manner, 
I suspected that this warbling was but 
a device to conceal his Yankee horse- 
trading proclivity—an impression which 
further events sustained. An American 
hillbilly banker? No; in a large and 
cultivated foreign city. 


A LITTLE man, with sandy beard, 


THE MEAN BANKER 


When a banker whose guest you are 
demands that, when walking up stairs 
after having partaken of the English- 
man’s final refreshment. for the night, 
you not only walk in a straight line, 
but stand on one foot, what else is he 
but a mean fellow? 

But if further proof were needed, here 
it is: “Women!” he said. “They are 
good for nothing but to spend money, 
a all be banished to a desert 
isle. 

“Me for the desert isle,” I said. 

And this fellow was not only mean, 
but short-sighted. “Threepence and 
sixpence, what can you buy for such 
sums?” But one year recently the store 
selling at those prices earned 80 per 
cent. on its capital. 

This banker’s name? ‘Try to drag it 
from me with a team of wild horses. 


THE UNTIDY BANKER 


Evidently belonging’ to a bygone 
epoch, he sat at his desk, which was 
littered with documents and newspapers 


thick with dust. His gray hair and 
beard, the “Prince Albert” coat, the 
narrow black tie, all spoke of an earlier 


day. He had had military service, and 
something of its severity was still to be 
detected in his appearance and manner. 
I was surprised by his first question: 

“Do you believe in the Bible?” 

To which a noncommittal reply was 
made. And the second question: 

“Do you believe the evil spirits were 
driven into the Gadarene swine?” 

My reply was, that if evil spirits ex- 
isted that might be as good a plan as 
any to get rid of them. 


THE THREE PRINCES 


Two were in foreign lands, one in 
our own country. As to the latter, I 
do not rightly know whether he was a 
prince, a baron or a count. He could 
not have been of other than noble birth. 
His bearing, the tones of his voice, his 
dignity and graciousness put upon him 
indelibly the stamp of nobility. Even 
his physical aspect was so distinguished 
that one who had never seen him was 
able, on a cursory description, to recog- 
nize him in a large crowd. 

And the two others—one in the Brit- 
ish Isles, the other at the Antipodes— 
princes clearly of the royal blood; or, 
possibly, only common men who had 
acquired a patent of nobility in becom- 
ing perfect gentlemen. 

Nearly ali bankers are fine; but these 
three—they were princes. 


THE KING OF THEM ALL 


Duty called me to beard the lion in 
his den; and though no Daniel, I took 
on the job without fear and trembling; 
something, as the sequel showed, which 
was entirely unwarranted. 

Did the lion eat me up, or ever claw 
me seriously? 

No; as I emerged from his den, he 
called out: Glad to see you at any time. 
And in his voice there was not even 
the faintest trace of a growl. 
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THe depositor who draws 
against uncollected funds is a 
constant irritant and an alto- 
gether undesirable customer. 
And yet he may be paying an 
unconscious compliment to a 
service which, good as it is, 
does not quite meet his opti- 
mistic expectations. For his 
benefit and for your own pro- 
tection, are you taking advan- 
tage of the best that banking 
service has to offer? 


An account in this Bank will! 


entitle you to a collection 
service that precludes all 
avoidable delay in converting 
vut-of-town items into avail- 
able cash. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 
Member of the Federal Deposit Insurance Corporation 





Monetary Significance of Deposits 


The Ideal Monetary System Will Expand and Contract 
Naturally in Response to Community Needs 


By ARTHUR V. BARBER 


November number of THE BANK- 

ERS MAGAZINE to the shift in 
recent monetary controversy from issues 
relating to gold and silver to the ques- 
tion of bank deposits. 

“Bank Money,” or more precisely that 
proportion of it described as “deposit 
currency,” has come to be regarded as 
an integral part of the monetary system, 
and it is argued that it should be sub- 
ject as much to public control as legal 
tender. 


A TTENTION was drawn in the 


BANKING ACT OF 1935 


Hence, Congress has sought powers 
to restrain the “creation” of bank de- 
posit currency, except by banks subject 
to its own authority. The Banking Act 
of 1935 amends Sec. 12A of the Fed- 
eral Reserve Act as follows: 

“(c) The time, character, and volume 
of all purchases and sales of paper de- 
scribed in Section 14 of this Act as 
eligible for open-market operations shall 
be governed with a view to accom- 
modating commerce and business and 
with regard to their bearing upon the 
general credit situation of the country.” 

The assumption appears to be that the 
creation of credit is a matter which, in 
the absence of restrictive legislation, 
would be within the control of the 
banks; also there is no apparent recog- 
nition of two entirely distinct effects, 
which will be examined in this article, 
arising from the use that is made of it. 

The fact has been too frequently ig- 
nored that while the movements of one 
form of bank money, which we may call 
passive, may affect the stock price in- 

ex, the movements of the other or 
active form alone are related to the 
commodity price level; also that these 
latter movements are the effect rather 


than the cause of conditions outside 
banking control. Expansion of either 
type of bank money will cause banks to 
acquire additional earning assets. 
Before considering this distinction be- 
tween two classes of bank money, it may 
be useful to refer to recent conditions. 


The author of this article is a 
partner in the banking house of 
Glyn, Mills & Company, London. 
He is a Fellow of the Royal Eco- 
nomic Society and a Fellow of the 
Institute of Bankers. He is also a 
member of the Advisory Committee 
of the London County Council 
upon Banking Education. 

The present article is a contribu- 
tion to the current controversy as 
to whether or not bank deposits are 
money. Mr. Barber holds that only 
a proportion of bank deposits has 
any significance as currency and 
bears any relation to prices. 


Monetary gold stocks have accumu- 
lated in the United States and with them 
the volume of bank reserves. So great 
has been the increase that, high though 
the level of bank deposits is, the banks 
could at present admit legally a far 
higher level before the maximum propor- 
tion is reached in relation to reserves, if 
a greater volume of bank credit were 
called for. Under Sec. 207 of the Bank- 
ing Act this proportion is however now 
liable to variation by the Board of the 
Federal Reserve System. 


TWO MONETARY FALLACIES 


Upon the lines of the Quantity Theory 
it has been accepted with varying de- 
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grees of reservation that the more money 
there is in circulation, other factors being 
equal, the higher prices will be. Setting 
aside the merits of this proposition gen- 
erally, there are firm grounds for the 
contention that it cannot possibly apply 
to bank money as a whole, notwithstand- 
ing the blessings that are showered upon 
the contrary view by accredited author- 
ities. 

Theories of yesterday become precepts 
of today and political principles of to- 
morrow. It is now some years ago since 
J. M. Keynes stated that the amount of 
credit created by the banks mainly de- 
termines the price level, and even still 
there are economists of repute who be- 
lieve that it is possible to maintain the 
level of prices by infusion of credit. 

The fallacy is twofold. It assumes, 
first, that all bank money is effective as 
currency, and that banks are in a position 
to expand or contract deposit currency 
at will; it ignores the fact that this form 
of money fluctuates in volume independ- 
ently and mostly in inverse ratio to the 
fluctuation in the volume of bank de- 
posits as a whole. 


It ignores, too, the fact that deposits 
generate currency in obedience to the 
free action of the community according 
to its needs under varying conditions. 


PUBLIC CO-OPERATES WITH BANKS 


Bankers know full well that the only 
means by which they can add to their 
earning assets, such as investments, bills 
and advances, beyond the limit of their 
cash resources, is through the volition of 
the public or the state desirous in each 
case for its own purposes of placing them 
more in its debt or, in other words, of 
adding to its deposits. Some would pre- 
fer that this proposition should be ex- 
pressed in the form that the banks create 
money because it comes back to them 
when they lend or invest, but this theory 
again can only hold upon the assumption 
that the public desire to increase their 
bank balances; otherwise credit expan- 
sion would be impossible. 
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WHY MONEY IS HELD 


Fundamentally there are two reasons 
why people want to add to their mone- 
tary holdings. in any shape: (1) as a 
means of purchase, and (2) as a store of 
value or means of future purchase. 

The same reasons account equally for 
the wish to maintain a bank balance, but 
the public act on that wish only if con- 
fidence reposes first in the banking system 
itself and, secondly, in the prospective 
value of the currency in which deposits 


are expressed. 


The two governing motives give rise 
to quite distinct types of bank balance, 
which we may describe as mainly active 
or mainly passive, or a mixture of both 
according to the amount of active money 
with its relative velocity which they 
contain. 

Deposits which are merely a store of 
money, or passive, have no significance 
as currency; consequently, any attempt 
to apply the quantity theory to bank 
money as a whole is futile, if undertaken 
with the object of controlling the com 
modity price level. 


RECENT RECOVERY 


The position may be illustrated by re- 
cent bank deposit movements. Trade im- 
provement in the last few months has 
undoubtedly occasioned an increased use 
of active deposits, which with their rela- 
tive velocity of circulation have been free 
of any inflationary significance when 
called for by trade requirements to which 
the banking mechanism is designed to re 
spond. It is probable that many. con- 
cerns, in order to finance new enterprise, 
have exchanged for bank cash their re 
serve holdings of Government and other 
obligations standing at high prices as @ 
cheaper means of finance than the raising 
of bank loans. 

The increase last year in Government 
obligations held by the reporting member 
banks indicates that the United States 
Government have played a similar part 
in connection with new enterprise, inas 
much as the banks have financed opera’ 
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tions by acquiring Government obliga- 
tions rather than by granting loans. It 
would be a mistake to attribute any in- 
flationary significance that may be latent 
in Government schemes to the fact that 
banking mechanism is so devised as to 
respond to the demand for active money 
generated. Thus a considerable propor: 
tion of expansion in bank credit has been 
active. On the other hand, inasmuch 
as many people desire for various reasons 
to maintain a larger proportion of their 
property temporarily in the shape of a 
bank balance, much of it is passive. 
There are obvious limitations to the effect 
on currency of the action of people who 
desire to turn part of their capital into 
money at the bank. 


WHAT ARE ACTIVE DEPOSITS? 


If we consider bank deposits as a 
whole, it is only that proportion of a 
customer’s deposit upon which he draws 
and so turns into money within a given 
period that functions as currency. Al- 
though funds available upon a drawing 
account are liable to withdrawal “at call” 
in toto (and the banker must provide 
accordingly), a minimum balance re- 
tained intact over a period is nothing but 
a form of capital from the customer's 
point of view—it is, of course, a liability 
from the banker’s—and it is outside the 
volume of money in circulation. ‘Again, 
a large and indeterminable proportion of 
credit balances with the banks might be 
less definitely described as money on the 
margin of circulation. 


STOCK MARKET INFLUENCES 


Apart from minimum balances on the 
average drawing account, a type of de- 
posit which is almost entirely passive is 
that of an investor who desires to offset 
an anticipated movement in the price of 
stocks or commodities. A speculator may 
enter into a form of bear transaction 
which involves a sale of Government ob- 
ligations by himself or someone else and 
May maintain a passive deposit tempo- 
tarily while awaiting a market set-back. 
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In this process the banks will tend to ab- 
sorb corresponding Government obliga- 
tions and to liquidate them when 
speculators repurchase stocks. 

On the reverse side, when market con- 
ditions prevail which induce people to 
buy stocks with money borrowed from 
the banks in the hopes of a bull profit, 
deposits are increased on the accounts of 
sellers who for the time being may not 
spend or reinvest completely. If ulti- 
mately they are invested, their increased 
balances will have been of the passive 
type. 

When passive deposits are used as a 
refuge for temporary uninvested money 
by bearish investors, they are likely to 
expand to a greater degree than when 
they are due to bull tendencies. The re- 
sult of this is that they expand more 
when they are the cause of banks acquir- 
ing obligations than when they are occa- 
sioned by loans granted for stock market 
purposes. 

There is thus a compensatory tendency 
which operates in this manner: In a bull 
market with prices rising, a demand 
springs up naturally for loans which gen- 
erate active deposits required for the 
financing of new enterprise. This demand 
may be matched by the banks by in- 
creased investments as well as increased 
loans, both of which help to provide the 
money needed by trade to pay for ma- 
terial and wages and salaries in the shape 
of active deposits. Reciprocally, in such 
conditions bears tend to reinvest’ their 
passive money, so that passive deposits 
are reduced while active deposits are in- 
creased. 


THREE TYPES OF DEPOSIT 


We may now attempt a rough defini- 
tion of the three types of bank deposit. 
No. 1 is the credit balance available on 
the normal drawing account; No. 2 is 
the deposit “created” for the purpose of 
trade, new enterprise or expenditure 
generally; No. 3 is that created con- 
sciously or unconsciously by the banks 
for the accommodation of capital trans- 
actions in existing stocks, land, etc., as 
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distinct from investment in new enter- 
prise. 

The expression “created” has often 
been used in a sense which implies that 
the banks have it in their power to 
bring currency or bank money into ex- 
istence by the stroke of a pen. This 
conception ignores the fact that the pub- 
lic or the Government are parties to the 
extension of bank credit. Thus, if as 
has recently occurred, the banks take 
over from the Government and the pub- 
lic an increasing amount of Government 
obligations, the “created” deposits will 
arise from an invisible exchange of assets 
for bank credits. Again, if the public 
or the Government require loans from 
the banks, the resulting “created” de- 
posits arise through what is in effect an 
exchange of credit between them on the 
one hand and the banks on the other. 

Banking action, therefore, is governed 
by the demand for bank credit, and if 
this is of the second category there will 
be an increase in active deposits which 
will affect prices to an extent condi- 
tioned by the increased production to 
which it gives rise. On the other hand, 
if bank credit is of the third category, 
there will be no effect upon commodity 
prices but stock prices will be affected 
to the extent to which the purchase of 
stocks is increased by the granting of 
loans on securities. A further limita- 
tion to which reference has been made 
is that of the legal maximum of the 
volume of deposits as a whole, which 
according to this analysis is ineffective 
as a means of control either of monetary 
or of stock market price inflation. 


ALL CATEGORIES HAVE PROPORTIONS OF 
ACTIVE AND PASSIVE MONEY 


In all three categories we may assume 
certain proportions of active and passive 
bank money. In the first, the volume of 
active money will depend upon how 
much is being spent upon consumption 
goods or laid out in new investment by 
the average bank customer at any time, 
or how much of these deposits is 
passive, whether as a minimum bank 
balance maintained on demand deposits 


THE BANKERS MAGAZINE 


— 


or a balance on time deposit. The sec- 
ond category contains the highest pro- 
portion of active money and includes 
passive money only to the extent that 
salary recipients desire, and are able, to 
retain savings in the hands of their 
banks. On the contrary, with the third 
category, the proportion of passive money 
is high and would be 100 per cent. were 
all capital transactions which are em- 
barked upon optimistically with the ob- 
ject of maintaining capital—at all events 
in monetary form—to achieve that object. 
An insignificant active proportion will 
be represented by incidental expenses 
such as stockbrokers’ commissions, etc., 
even if it does not appear more boldly 
as capital liquidated for the purpose of 
expenditure. The transactions which 
give rise to passive deposits in the third 
category have no influence except over 
stock market prices. 

Although it cannot be claimed that 
the line of demarcation between these 
categories is rigid, general tendencies are 
clear, and certainly they are in the dis 
tinction between Nos. 2 and 3. When 
conditions over which the banking sys 
tem has little or no control favor a 
larger volume of deposits of the No. 2 
type than of the No. 3 type, the volume 
of active money throughout the banking 
system will be higher and per contra it 
will be lower; its increase or decrease 
moreover will affect a multiple and rela- 
tive velocity of circulation. 


BANK MONEY IS NOT “SOFT” MONEY 


The mechanism of the banking sys 
tem is such that when trade conditions 
become active it responds both by direct 
and indirect financing and in such a 
manner as gives rise automatically to an 
increase in currency circulation, viz., ad- 
ditional active bank money. The sys 
tem is responsive to trade conditions and 
to the cyclical movement, but it cannot 
be so devised as to govern business in 
stead of to serve it by forced variations 
in the volume of credit. Yet it has been 
suggested that banks should swell the 
volume of their deposits when purchas 
ing begins to diminish at the end of a 
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trade cycle, although their power to do 
so is confined to meeting a demand 
mostly for the passive type of deposit 
which has no influence over the price 
level. 

There is in fact no expansionist course 
open to the banks other than a reduction 
of rates designed to attract loans at a 
time when these are unwanted for. the 
purpose of further production. Cur- 
rency creation by banks in effect is 
“soft” money proof, for they cannot, 
even by intent, inflate prices by increas- 
ing the volume of active money in cir- 
culation. 

When they respond as far as they are 
able to do to an increase in the cash 
base by adding to their earning assets, 
the extent mainly by which money is 
increased can be traced to that to which 
it is called for by needs to be satisfied 
and by industry to satisfy them. In- 
flationary powers which increase the 
amount of legal tender and insure its 
expenditure, which in a case of high in’ 
flation runs wild enough to cause fear 
that the purchasing power of money 
will fall—increase of the cash base and 
the volume of Government borrowing— 
all these are matters outside the ambit 
of banking control. 


CONCLUSION 


The conclusions are that the power 
that rests in the hands of the banks may 
be compared with that of dam keepers 
of a mighty river, whose duties are to 
release its variable flow in such a man- 
ner as to produce a maximum irriga- 
tion of the country below. Sometimes 
conditions beyond their control arise 
under which, irrespective of the volume 
of water they are able to release, the 
stream may continue its course confined 
within the channel of the river bed in- 
stead of spreading through open sluices 
Over vast areas of cultivation which in 
more favorable conditions would have 
received readily and have absorbed its 
waters for renewed cultivation. 
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The ideal monetary system is that by 
which the means of payment expand or 
contract naturally in response to the 
needs of the community, irrespective of 
conditions favorable or adverse. This 
is the true goal of a sound money policy, 
and one which is attained only when 
the delicate mechanism of the banking 
machinery is allowed to function with 
a minimum of interference. 
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CHATTANOOGA BANKER FI- 
NANCES BIG DEAL 


“I FINANCED a big business deal the 
other day—the biggest of my bank 
career,” said Frank Underwood, vice- 
president of the Hamilton National 
Bank of Chattanooga according to a 
story in The American Banker. 

Into the Hamilton National, where 
more than $30,000,000 is on deposit, 
walked a little newsboy apparently 
about 10 years old. He looked in on 
Mr. Underwood, who invited him into 
his office after the boy said: “I’d like 
to have a private talk with you. This 
is a business matter.” 

“Sure,” agreed Mr. Underwood. 

The boy, pointing at the clothes he 
was wearing, said: “I’ve got a new 
suit and a better pair of pants than this, 
but I need a new hat. I have 40 cents 
and if you will lend me $1.25 I know 
where I can get one for $1.65, and I'll 
pay you back in papers.” 

“Where can you get a hat at that 
price?” Mr. Underwood asked. The 
boy named a shop handling boys’ wear 
down the street. 

“See if you can’t get one for that,” 
Mr. Underwood said as he handed him 
a dollar. The boy put his sack of 
papers down in the banker's office and 
hurried out to see. 

The boy, whose father is on relief, is 
going to pay back Mr. Underwood's 
loan with a 10-cent Sunday paper every 
week-end for 10 weeks. 





Four Ways to Amortize Mortgage Loans 


IF you are a customer of the Dime Sav- 
ings Bank of Brooklyn, N. Y. you may 
choose one of four different methods to 
wipe out your debt when you borrow 
on mortgage. The plans spread the pay- 
ments over long periods and give assur- 
ance that the mortgage will remain un- 
disturbed and free from renewal ex- 
pense. 
The four plans are as follows: 


PLAN NUMBER ONE 


FEATURES: The mortgage is made for 
three or five years, but renewal is assured 
without any fee or bonus. 

The principal is amortized by moderate 
quarterly payments. 

The interest is payable quarterly, in de- 
creasing amounts, because the principal is 
being reduced every three months. 

EXAMPLE: You borrow $5000—let us 
say at 5% per cent. You decide that you 
can reduce your principal debt $50 every 
three months, or $200 a year. The first 
year you will pay $2'70.89 in interest; the 
tenth year you will pay $171.89 on account 
of interest, and this amount decreases 
steadily as you reduce the _principal. . At 
the end of 25 years the debt has been en- 
tirely paid. The total interest paid will be 
$3472.25. If you were to carry the debt 
for 25 years without amortization, you 
would pay almost double this amount, $6875 
to be exact. And you would still owe the 
$5000 on principal. 


PLAN NUMBER TWO 


FEATURES: The mortgage is made for 
a long period (up to 20 years). 

The loan is amortized by ievel monthly 
payments on account of principal, calculated 
to wipe out the debt in a given time. 

The interest payments are monthly in. de- 
creasing amounts as the principal is re- 
duced. 

EXAMPLE: You borrow $7500 at 5% 
per cent. You want to free your property of 
debt in 15 years. This can be accomplished 
by monthly payments of $41.67, ‘on principal 
plus interest in decreasing amounts. The 
interest payments will amount to $399.89 
the first year, $289.89 the fifth year, $152.38 
the tenth year, decreasing each year. until 
the mortgage is paid in full. 


PLAN NUMBER THREE 


FEATURES: The principal is amortized 
by level monthly payments which include 
interest. 
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The payments are calculated to wipe out 
any debt in a given number of years. 

EXAMPLE: You borrow $5000 at 5% 
per cent. You decide that you would like to 
liquidate the debt in 20 years and have 
your property free and clear. The most con- 
venient plan for you happens to be one 
which contemplates the payment of a cer- 
tain fixed sum every month. This may be 
likened to rent. Thirty-four dollars and 
thirty-nine cents a month pays off a $5000 
mortgage, including the interest at 5% per 
cent., in 20 years. If your loan is at § 
per cent., $33 a month will pay it off in 
the same length of time. This plan can 
be used to liquidate the debt in a shorter 
time. 


PLAN -NUMBER FOUR 


FEATURES: This is a flexible plan pro- 
viding for payments each month of a cer: 
tain amount per thousand dollars borrowed. 

The period required for complete liqui- 
dation of the loan depends, of course, on 
the amount per thousand paid monthly. 

EXAMPLE: You borrow $5000. Let us 
assume the rate of interest is 5 per cent. 
You decide that you can conveniently afford 
to pay $50 per month to retire the debt. 
Payments of this amount monthly will pay 
off the mortgage, including the interest, in 
10 years and 10 months. If the loan was 
made at 5% per cent. it would take four 
months longer. 


-—©- 


ABUSE OF THE SAVINGS 
ACCOUNT 


OsviousLy the term [savings} account 
was provided for thrift purposes where 
individuals could accumulate for antici- 
pated expenditures and for a “nest egg.” 
It was never contemplated that it should 


be used as an active account. With the 
advent of the service charge against 
commercial accounts many depositors 
have no doubt conceived the idea of 
carrying only a term account, making 
frequent withdrawals therefrom and pay’ 
ing their bills by cash, thus avoiding the 
service charge on the commercial ac 
count, but requiring the same if not 
more service from the bank than for 
merly.—Arthur T. Brett, cashier, Cali- 
fornia Bank, Los Angeles. 





The FHA Loan Review 


A Schedule of Papers Will Facilitate Orderly Procedure in 
Reviewing These Loans 


By Gerorce R. SMITH 
Cashier, Commercial National Bank, Demopolis, Alabama 


This is the third article in a series on Title II of the National Housing Act. 


The first 


article, “‘Contractor Loans for FHA Houses’ appeared in the February issue-—Epitor. 


case should be made by the lend- 
ing institution before the FHA 
note and mortgage are executed. All 
documents supporting the loan should 
also be checked for errors and com- 
pleted. To facilitate an orderly pro- 
cedure it is suggested that bankers make 
up a schedule of the papers to be ex- 
amined in the final review. 
A sample review schedule is presented 
to illustrate the procedure clearly: 


A THOROUGH review of each loan 


SUPPORTING DOCUMENTS 


The Application. 

The Abstract. 

The Inspection Reports. 
The Remodelling Contract. 


A reproduction of the Mortgagor’s 
Application For Loan is shown to fur- 
ther illustrate the individual case de- 
scribed. 


The facts in the case are as follows: 


Amount—$3000 FHA Title II. 
Term of repayment—20 years. 
Interest rate—5 per cent. 


The loan proceeds are to be used for 
refinancing a first mortgage of $1400, 
and remodelling, painting and repairs, 
$1626.41. 

This case is selected because it re- 
quires special handling and embodies 
both refinance, new construction and 
repair work. Important legal attention 
and close supervision will need to be 
Given to the paper. 

Observing the schedule presented 
above and the Mortgagors’ Application 
For Loan shown as Exhibit A, we may 


proceed with the final review of the 
case. 


THE APPLICATION 


(1) The first item of cost shown on 
the application is the amount of the 
monthly payment required for principal 
and interest. Since the figure $19.80 
has been certified by the FHA to be cor- 
rect, as evidenced by the commitment, 
the lending institution may pass over 
item (1) of the application. 


(2a) -One-twelfth (1/12) of the 
amount of all charges accruing annually 
against the property securing the loan 
for taxes and for ground rents and spe- 
cial assessments... . (Estimated) . . $5.00. 

To the casual. observer it might ap- 
pear that the taxes should remain the 
same since we are dealing here with ex- 
isting construction. We must consider, 
however, that in this case remodelling, 
repairing and painting will greatly in- 
crease the value of the house in question 
and it is reasonable to expect that in- 
creased taxes will result. No accurate 
plan can be given to determine the 
assessment value at this stage and the 
author recommends that additional taxes 
be computed on the total cost of re- 
pairs and the monthly payment be in- 
creased accordingly. 

The adjusted figure for taxes we will 
then estimate to be $5.61. 

Item (2) on the application also 
makes provision for special assessments. 
In this connection it is always best to 
discharge all special assessments at the 
time the loan is closed, when possible 
to do so. 
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Such a plan will eliminate added 
service on the paper at a saving of time 
and trouble for the lending institution. 


(2b) One-twelfth (1/12) of the ag- 
gregate amount of all premiums accru- 
ing annually with respect to such poli- 
cies of fire and other hazard insurance 
as may be required for the proper pro- 
tection of such property 

$1. 


The improvements in this case re- 
quired the construction of a new roof 
on the house which reduced the insur- 
ance premium and allowed the appli- 
cant to increase the amount of fire in 
surance at a lower cost. The insurance 
is definitely determined at this stage 
since the house is completed. In our 
bank we require full insurance protec- 
tion and the loss payable clause is made 
payable to the bank. In this case our 
requirement would be a standard fire and 
tornado insurance policy, with the 34 
value clause eliminated, for an amount 
not less than $3000. To secure such a 
policy the mortgagor must, of course, 
pay an increased rate but the added 
protection is a safeguard against unex- 
pected financial loss. 

Many loan customers would face a 
very difficult problem in paying off the 
balance of a mortgage in case a fire loss 
occurred. In the standard form insur- 
ance policy one-fourth of the principal 
would remain unpaid in case of a loss 
during the first month after the FHA 
mortgage was executed. Under hazard 
insurance the figure is reduced to $1.77 
which is exactly 1/12 of the annual pre- 
mium for fire and tornado insurance as 
shown by the policy which the lending 
institution holds. If, however, the policy 
is dated one month before the loan is 
executed, bankers should collect this ex- 
tra monthly insurance installment in 
order to accumulate an amount sufh- 
cient to pay the next annual premium 
which is due and payable one year from 
the date the policy is written. Borrow- 
ers may wish to take advantage of the 
three year term rate which represents a 
saving in premium costs. 
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(2c) One-twelfth (1/12) of the 
amount of the service charge, if any, 
accruing annually, the monthly pay- 
ments for the first year being... . $1.25, 


Doubtless bankers would calculate 
the amount of the first annual service 
charge on a $3000 loan to be $15 (4 
per cent. of principal) which is exactly 
Y, per cent. of the principal amount of 
the loan. By adjusting the monthly 
service charge figure to $1.23 to com 
ply with the Amortization Schedule, the 
lending institution actually receives only 
$14.76 as the first annual service charge. 
This adjustment is due to the decreas 
ing balance on the principal amount of 
the loan after each monthly payment is 
made. The mortgagee could have made 
this small adjustment if the service 


charge schedule had been used. 


(3) After the loan is insured and as 
long as such insurance remains in effect 
(except during the last year of the 
loan) the undersigned will also pay to 
you, concurrently with the monthly in- 
stallment payments set forth, one- 
twelfth (1/12) of the amount of the 
annual mortgage insurance premium 
payable by you for such insurance.... 


The figure set down on the applica’ 
tion for mortgage insurance is not sub- 
ject to change and does not decrease 
with the principal like the service charge 
on FHA Title II mortgages. Therefore 
the mortgagee must pay to the Admin- 
istrator an annual mortgage insurance 
premium equal to one-half per cent. of 
the original principal amount of the in- 
sured mortgage. 

Mortgage insurance is due and pay- 
able one year from the date the mort- 
gage note is endorsed by the FHA for 
insurance. If the mortgage is paid in 
full prior to the maturity date speci’ 
fied in the mortgage, the lending insti- 
tution must collect from the borrower 
and pay the Administrator 1 per cent. 
of the original principal amount of the 
mortgage; provided the payment does 
not exceed the aggregate amount of pre’ 
mium charge which would have been 
payable if the mortgage insurance had 
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FEDERAL HOUSING ADMINISTRATION 
MORTGAGORS’* APPLICATION, FOR LOAN 


(To be Executed in Triplicate) 
(Forward Original and Duplicate to Insuring Office) 


(City) (State) 


Sirs: 


I. The undersigned hereby apply for a loan of ..Three Thousand and No/100 
Dollars ($....3000.00....), for a period of 
years, with interest at the rate of percent per annum on the principal 
amount outstanding at any time. It is understood that such loan, secured by a 
first lien upon the property described in Exhibit D attached hereto, will be insured 
by you under the provisions of Title II of the National Housing Act and will be 
made upon the following terms and conditions: 


(1) Interest shall be paid and the principal amount of the loan shall 
be completely amortized by payment of ....240.... equal 
monthly installments of 

(Number of months) 


(Note.—The monthly payments of principal and interest must 
begin upon the first day of a month not later than sixty (60) days 
after the final disbursement on the loan by the lending institution. 
Regardless of the date upon which amortization payments commence, 
no loan may have a maturity in excess of twenty (20) years from 
the date of the execution of the credit instrument evidencing such 
loan, as shown upon the face of such instrument.) 

(2) Together with and in addition to the monthly installments of prin- 
cipal and interest above set forth, the undersigned will pay the 


following: 


(a) One-twelfth (1/12) of the estimated amount of all 
charges payable or accruing annually against the property 
securing the loan for taxes and for ground rents and 
special assessments, if any ....Taxes.... (Estimated)... $ 5.00 


(b) One-twelfth (1/12) of the aggregate amount of all pre- 
miums accruing annually with respect to such policies of 
fire and other hazard insurance as may be required for 
the proper protection of such property....Hazard Ins... 

(Estimated) 


(c) One-twelfth (1/12) of the amount of the service charge, 
if any, accruing annually, the monthly payments for the 
first year being Service Charge 


(3) After the loan is insured and as long as such insurance remains in 
effect (except during the last year of the loan), the undersigned 
will also pay to you, concurrently with the monthly installment 
payments hereinabove set forth, one-twelfth (1/12) of the 
amount of the annual mortgage insurance premium payable by 
you for such insurance Mortgage Ins. ........-. $. F235 


Estimated total monthly payment.. $ 29.10 


EXHIBIT A 


Only the general information contained in the first part of the application has been 
reprinted above. 
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continued in effect until the maturity 
date. 

Mortgages accepted for insusance are 
classed in groups involving similar risks 
and having similar maturity dates. 

Although the monthly payment for 
mortgage insurance does not decrease 
during the life of the mortgage, the bor- 
rower shares in the profit of his group 
when such profit exceeds the remaining 
unpaid principal of all insured mort- 
gages by an amount equal to 10 per 
cent. of the total premium payments. 
Then the Administrator will pay to the 
mortgagee, for credit to the account of 
the mortgagor, a sum equal to the un- 
paid principal of the insured mortgage, 
and the contract for insurance will ter- 
minate. 

When a sufficient credit balance of 
a group appears as explained above, the 
borrower will not be required to make 
any future payments covering mortgage 
insurance and his total monthly pay- 
ments are reduced accordingly. 

Referring again to the story case it 
will be noted that all monthly install- 
ments have been adjusted. For the sake 
of a comparison the original estimated 
figures for a $3000 twenty year FHA 
loan are shown, together with the cor- 
rected or adjusted monthly installments: 


Estimated Corrected 


(1) Principal and in- 
terest 
(2) (a) Taxes 
(b) Hazard insur- 
ance 
(c) Service charge 
(3) Mortgage insur- 


$19.80 


$29.66 


In this particular case it will be 
noted that the monthly payments are 
increased in the amount of 56 cents and, 
since no other adjustments are possible 
until the taxes are definitely determined, 
the monthly payments shown in the cor- 


rected column must be considered 
correct for the first year. 

A reference to the Amortization 
Schedule for a $3000 loan whose matur- 


ity is twenty years, which is reproduced 
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on the following page, will serve to show 
the break-down of the payments and the 
amount to be credited on the note as 
well as the service charge and mortgage 
insurance. From the schedule readers 
will notice that while the service charge 
figure remains the same for each month, 
during the first year, the interest credit 
decreases and the amount to be credited 
on the principal increases. To the total 
of payments shown on the schedule are 
added the amounts determined, or esti- 
mated, for hazard insurance, and_ taxes 
which make up the amount the bor- 
rower must pay monthly for the first 
year. 

The primary purpose of the Federal 
Housing Administration is to prevent a 
repetition of the collapse of home mort- 
gage lending, which marked the depres 
sion, by the application of sound 
policies. 

Robert Jemison, Jr., state director of 
the FHA for Alabama, explains the in- 


sured mortgage plan as follows: 


“The plan of mutual mortgage insur- 
ance created under Title II of the Na- 
tional Housing Act is a system of insur- 
ing first mortgages on urban homes un- 
der certain conditions. It is not tem: 
porary, but intended to be a permanent 
part of our financial system. 

“It does not involve direct lending of 
government funds. It is essentially a 
plan of co-operation between the gow 
ernment and private capital for the 
benefit of lender and borrower. 

“The primary purpose is to put our 
system of borrowing on homes on a 
sound basis and prevent a repetition of 
the collapse of home mortgage lending 
witnessed during the depression. 

“Our objectives are raising of housing 
standards and stimulation of the con 
struction industry by providing free 
flowing mortgage credit for home 
builders. 

“The plan is under the jurisdiction of 
the FHA and in return for a small iv 
surance premium, mortgages are im 
sured. 

“The premiums are impounded in 4 
fund to defray expenses and set up fe 
serves against the losses. 
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FEDERAL HOUSING ADMINISTRATION 
AMORTIZATION SCHEDULE 


Gitiad es nis £0 eke SR pee 


Payment Payment Service Premium 


Date Number 


11/1/35 5 
12/1/35 $1.23 
1/1/36 1.23 
2/1/36 1.23 
3/1/36 1.23 
4/1/36 1.23 
5/1/36 1.23 
6/1/36 1.23 
1/1/36 1.23 
8/1/36 1.23 
9/1/36 1.23 
10/1/36 1.23 
11/1/36 1.23 
14.76 


$15.00 
1.25 
1.25 
1.25 
1.25 
1.25 
1.25 
1.25 
1.25 
1.25 
12F 
1.25 
1.25 
30.00 


OMIA RwNre 


Charge Rate Charge Rate 


Interest Creditto Monthly Balance 
Charge Principal Payment Due 


5 $3000.00 
$12.50 $7.30 $22.28 2992.70 
12.47 1.33 22.28 2985.37 
12.44 7.36 22.28 2978.01 
12.41 7.39 22.28 2970.62 
12.38 7.42 22.28 2963.20 
12.35 7.45 22.28 2955.75 
12.32 7.48 22.28 2948.27 
12.28 1:92 22.28 2940.75 
12.25 7.55 22.28 2933.20 
12.22 7.58 22.28 2925.62 
12.19 7.61 22.28 2918.01 
12.16 7.64 22.28 2910.37 
147.97 89.63 


4h. 


267.36 


ExHIBIT B 


Shown above is the first year of the amortization schedule for a $3000 FHA loan which 


is amortized over a period of twenty years. 
determines the break-down of the monthly installments. 


From this schedule the lending institution 
It will be noted that the service 


charge remains $1.23, and the premium for mortgage insurance remains $1.25 for the first 


year. 


The monthly installment covering interest changes monthly, as does the principal 


payment, while the interest payment decreases the credits on the principal increases. 








“Loans are insured by the FHA for 
terms up to 20 years for amounts not 
to exceed $16,000 which do not repre- 
sent more than 80 per cent. of the FHA 
appraisal value. 

“One principal element of the plan 
is the requirement that the loan be paid 
in monthly installments of principal and 
interest sufficient to extinguish the debt 
at maturity. 

“These monthly payments must in- 
clude deposits with the mortgagee suffi- 
cient to accumulate funds to pay taxes 


and hazard insurance premiums when 
they fall due. 


“These installments must be propor- 
tionate to income, and in many cases 
should be no more, if not less, than the 
amount the borrower previously ex- 
pended for rent. 


“This arrangement does two things: 
“1. Provides a systematic plan of re- 
tiring the debt and of caring for normal 
charges incident to owning property. 

2. Eliminates hazards and costs of 
frequent renewals necessary under the 





old style mortgage maturing every three 
to five years.” 


THE ABSTRACT 


Assuming that the attorney for the 
mortgagee has examined the abstract 
and listed any entries to be cleared, the 
mortgagee must check over the docu- 
ment to determine that the late entries, 
or additions to the abstract, have been 
received and placed on record. 

For example: Affidavits may be 
needed when a conveyance of title is 
made. An abstract may show a married 
woman conveying a title when owner- 
ship is shown on the abstract in her 
maiden name. Such transfers do not 
constitute a break: in the title but may 
cause unnecessary work and expense 
when ownership to the property changes 
in later years, 

A form of the Abstractor’s Certificate 
is reprinted here as the most important 
part of the document as far as the lend- 
ing institution is concerned. 
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It is suggested that, when additional 
information is required for clearing the 
title to property offered as security for 
FHA loans, the lending institution refer 
the work to its own attorney for a final 
review. 


THE INSPECTION REPORTS 


In the story case used in this article 
only one inspection report is received 
since the house was remodelled and re- 
paired. However, in new construction, 
three inspections are made and the FHA 
furnishes the lending institution with 
each report as the stages of the work 
progress. The value of this service 
cannot be overestimated as it assures the 
mortgagor and mortgagee that the struc- 
ture is sound and durable. It is the duty 
of the mortgagee to see that inspection 
reports are on file and the work is sat- 
isfactory before the contractor is paid. 
(Explained in February article on 
“Contractor Loans for FHA Houses.”’) 


It might be well here to repeat the 
facts in the story case that has been 
used throughout this article to illustrate 
clearly what has been accomplished in 
the final review. 

Mortgagors: John Doe and wife, 
Mary F. Doe. 

Mortgagee: Blank National Bank. 

Amount of loan: $3000. 

Amortization period: 20 years. 

Purpose of loan: 


$1400.00 
$1626.41 


1. Refinancing mortgage 
2. Remodelling and repairs 


$3026.41 


Total 


In this case the borrower will, of 
course, be prepared to pay the difference 
of $26.41 and the settlement costs. 

From the final review it has been de- 
termined that all adjustments have been 
made and all supporting documents ac- 
counted for. Since the remodelling con- 
tract is not settled until all FHA papers 
are executed and disbursements are made 


our record shows that the following. 


work has been accomplished: 
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I. Application—Payments adjusted 
and listed. 

II. Abstract—Checked by attorney 
and affidavits attached and recorded. 

III. Inspection Report—Final inspee- 
tion report on file certified by FHA in- 
spector, 

IV. Building Contract—Discharged 
in a satisfactory manner and the owner 
pleased. 


ABSTRACTOR’S CERTIFICATE 


State of 
County of 
To....(John Doe) 


I hereby certify that this abstract of title 
consisting of twenty (20) 
secutively numbered pages has been made 
or verified by me from a careful examina 
tion of the public records of Jones County, 
Alabama, and of the City of 
Alabama; that said abstract properly enw 
merates and sets forth all instruments, re- 
corded or filed for record, affecting the 
title to the property described on the cap: 
tion sheet thereof, beginning from this date 
and going back for a period of 75 years, 
including, in addition thereto, an abstract 
of Government grant, as shown by the Tract 
Book of Jones County, Alabama. 

I further certify that there is pending 
in the courts of this county no suit affect 
ing said property, or title thereto, unless 
shown immediately below, and there are of 
record no leases, liens or encumbrances of 
any kind or character whatsoever, affecting 
said property or title thereto during the 
period covered by this abstract, except the 
following, to wit: 

(1) Mortgage of John Doe and wife .... 

See Page ..18.. of Abstract; to John Jones, 
and that all taxes and assessments against 
said property have been regularly paid, ex’ 
cept the following, to wit: State and County 
taxes for the year 1936 assessed which will 
be due October 1, 1936. 

(2)State and County Taxes 1936 
See Page ..19.. of Abstract. 

This abstract of title has been made or 
verified by me for said owner and upon 
the understanding that it will be used as @ 
representation of title for the purpose 0 
procuring a loan of money from the .-.--. 

Bank, , Alabama, and 

I agree to be under the same liability to 
such lender who may rely upon this ab 
stract, as if this abstract had been made 
directly for and paid for by such lender. 
, Alabama, this the 


Abstractor. 





A Creditor or Debtor Nation? 


By Basix 


has experienced the most spectacular 

vicissitudes in national currencies, 
international exchanges and mobilization 
of capital and credit. With the pos- 
sible exception of the Napoleonic wars, 
when currencies depreciated as they have 
repeatedly done since the World War, in 
no other period has the transformation 
of nations been so swift and unprece- 
dented as we have witnessed since 1914. 

Nations of great wealth and prosper- 
ity have been impoverished, others re- 
duced to pauperism, while still others 
have been transferred from debtor to 
creditor nations. Adjustments in inter- 
national dealings and markets have been 
as amazing as they are extraordinary. 
Currencies have depreciated and new 
monetary units have been established, 
while new orientations were forced upon 
the international mechanism. 

Germany, a creditor nation before the 
World War, went absolutely bankrupt 
ten years later and became the greatest 
debtor nation in Europe in the post-war 
period, dependent upon the world cap- 
ital and money markets for her indus- 
trial development and life. Vienna, the 
greatest capital of money and industry 
of the Austro-Hungarian Empire and the 
middlemen of Europe, vanished almost 
entirely, and the new Austria became 
subject to world charity for its economic 
existence. New states were formed 
overnight while others were expanded 


only to find themselves empty-handed 
of capital. 


[' the past twenty years the world 


FORMER CREDITOR NATIONS BECOME 
DEBTORS 


France, a great creditor nation before 
the war, having lost a gigantic invest- 
ment fund in Russia, Central Europe 
and the Balkans, was forced to borrow 
abroad to reconstruct her devastated 


northern provinces. 


- Likewise, Belgium 
trowed large sums 


abroad during her 


C. Ropegs 


reconstruction period. Even Great 
Britain, the greatest creditor nation in 
the world, was obliged to seek foreign 
loans in the United States after she had 
gallantly mobilized some $1,350,000,000 
investments of her nationals, in Amer- 
ican stocks and bonds for the purchase 
of war materials and foodstuffs. Russia, 
a heavy debtor, wiped the slate clean by 
repudiation of all her obligations. Méil- 
lions of investments in the Austro- 
Hungarian Empire, Central Europe and 
the Balkans were reduced to a small 
fraction of the original value through 
debt compositions and the depreciation 
of currencies, to say nothing of the loss 
sustained by nationals following the de- 
preciation of the mark and the franc. 
On the other hand, the Scandinavian 
nations and Japan became temporarily 
creditor nations, while the United States 
advanced permanently to a creditor na- 
tion after we had the distinction of be- 
ing, for a time, the greatest creditor of 
the world. 

But this was not all. After an ap- 
parent post-war stability, the poker 
game of currencies, exchanges and mar- 
kets, was reanimated. Who would have 
believed that Great Britain would be 
forced off the gold standard in Septem- 
ber, 1931, or that the United States with 
a huge reservoir of: the yellow metal, an 
active trade balance and an immense in- 
vestment in all parts of the world, would 
suspend gold payments in the spring of 
1933? Just as much uneasiness prevails 
today with regard to the remaining 
members of the so-called “gold block.” 
There are no illusions as to the ability 
of the Reich to maintain the post-war 
parity of the mark, or that the Italian 
lira will not eventually be devalued. No 
concrete evidence has been advanced as 
yet that France will be able to maintain 
the present standard of its currency. 

Let us hope that stability will eventu- 
ally emerge from the present chaos. 
Meanwhile, we may ask: What is the 
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present position of the United States? 
Are we a creditor or a debtor nation 
and to what extent? What is the char- 
acter of the recent gold imports and the 
accumulation of foreign funds in our 
money centers? What is likely to be the 
effect of these changes upon our national 
life, the business prospects, and the stock 
market outlook? No attempt will be 
made here to answer these questions— 
it will suffice to mention that experience 
has shown that after severe depressions 
in this country recovery has been in- 
variably accompanied by larger exports 
and the inflow of foreign funds. So 
today, our recovery has gone hand-in- 
hand with the inflow of foreign funds, 
although this may be a mere coincidence. 
While the United States remains a 
creditor nation in the capital markets 
we are decidedly a debtor nation on 
current accounts. In other words, funda- 
mentally, we remain a creditor nation, 
but currently we are a debtor nation, 
brought about by the importation of a 
vast fund of foreign capital which has 


come either to find permanent invest- 
ment or temporary refuge from the 
horrors of European uncertainties. 


TRANSFORMATION OF THE U. S§. A. 


It has long been recognized that as a 
result of the World War, the United 
States became, from a debtor nation to 
the world of some $5,000,000,000, a 
creditor nation of some $30,000,000,000, 
in the course of a little over one and 
one-half decades. It has been proudly 
mentioned that our foreign investments, 
in a period of twenty years, exceeded 
those of Great Britain created in the 
course of almost an entire century. In 
1930 our portfolio investments repre- 
sented by “foreign dollar bonds” were 
nearly $8,000,000,000, and were made 
up of obligations of fifty different for- 
eign governments and of their political 
subdivisions and corporations. From 
1914 to 1929, inclusive, the nominal 
amount of foreign securities floated in 
the United States was $13,786,991,000, 
exclusive of redemptions and subsequent 
retirements. Our foreign short-term 
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credits, representing banking balances 
held abroad, foreign overdrafts, foreign 
bills and advances, were $1,725,000,000, 
of which more than 40 per cent. was due 
from Germany. Direct investments of 
American corporations and those of 
American citizens in foreign properties, 
plants and factories, real estate, foreign 
stocks and bonds and mortgages, were 
some $7,500,000,000, including $1,300, 
000,000 securities of American corpora- 
tions operating abroad and floating their 
securities with the investing public in 
this country. In addition, there were 
the war debts of some $11,842,534,000; 
the Russian debt with its accumulated 
interest summing up to $368,851,920; 
and the Armenian debt of $21,911,000. 
The indebtedness of the German gow 
ernment arising out of the army occupa: 
tion and mixed commission claims, as 
adjusted, amounted to $1,278,340,000. 


The Department of Commerce, in its 
annual report covering the balance of 
international payments of the United 
States for 1930, presented the follow 
ing table of our foreign direct and port 
folio investments: 


IN MiLition DOoL.ars 


Latin-America 5,159 to 5,333 median 5,246 
Europe 4,389 4,535 4,461 
Canada and 
Newfound- 
land 
Asia, Aus- 
tralia, etc.. 1,608 


. 14,884 


3,854 3,892 


1,635 


15,134 


1,662 


Total 15,384 

Foreign investments in the United 
States at the end of 1929 amounted to 
something like $4,513,450,000. In ad 
dition, foreigners had a total of short 
term credits and balances held in the 
United States of $3,087,281,000, mak 
ing a grand total of foreign investments 
and balances held in the United States 
of some $7,600,000,000. 

The distribution of foreign invest 
ments in the United States held by the 
various countries was given by the De: 
partment of Commerce annual report 
upon our international balance of pay’ 
ments for 1929 as follows: 
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IN MILLION DOLLaARs 


England 
France 
Germany 
Netherlands 
Switzerland 
Belgium 
Italy 


Others 
Total 


AMERICA’S TWOFOLD ROLE 


The most interesting developments in 
the international dealings of the United 
States in the post-war period were that 
while the United States was lending 
money to the world on long-term, and 
we were a creditor nation in what might 
be called the international capital mar- 
ket, our money centers were heavily in- 
debted to foreigners during the same 
period. While our national savings 
were indirectly financing our foreign 
trade, the same funds were in effect 
financing the post-war boom in the 
United States. 

The following composite table, the 
information taken from the Department 
of Commerce report on our international 
payments for 1929, is as interesting as it 
is revealing. The nature of our inter- 


national banking position just after the 
Wall Street crash: 


Due to Foreigners: 
Foreign deposits with American banks 
American acceptances held by foreigners 
Brokers’ loans due to foreigners 
U. S. Treasury certificates held by foreigners 
Acceptances, overdrafts, undiscounted bills, 


U.S. Short-Term Assets Held Abroad: 
American deposits with foreign banks held 


Liabilities of American bankers for unmatured bills 


Overdraft: by foreign interests 
Other short-term loans, advances and credits 


Net short-term indebtedness of American 
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VAST INTERNATIONAL DEALINGS 


The magnitude of the international 
transactions of the United States in the 
post-war period is reflected in the sum 
total of these dealings. Our interna- 
tional exchanges exceeded twenty-one 
billion dollars in 1928, and more than 
twenty billions in 1929, over half of 
which represented the mobilization of 
capital and credit items, the repayment 
of debts, and the service thereon. The 
yield of our foreign investments, both 
portfolio and direct, was nearly $900,- 
000,000 in 1929. War debt receipts 
were $241,394,000 during the year, 
while redemption of previously floated 
foreign securities and sinking fund 
amortization of foreign bonds amounted 
to $304,808,000, giving us a total in- 
come of $1,445,703,000. On the other 
hand, the floatation of new foreign se- 
curities in the United States was $696,- 
000,000 during the year, while our di- 
rect investments abroad amounted to 
$335,000,000. In addition, Americans 
purchased during that year new foreign 
securities in foreign markets with a net 
value of $150,000,000, thus the invest- 
ment of American funds in foreign 
securities, both direct and indirect made 
it possible for foreigners to meet in- 
terest, amortization and redemption of 
their American obligations. 

During the same period, we paid 
foreigners in the form of interest and 


In Thousand 
Dollars 


$1,642,858 
891,132 
270,627 
61,827 
210,837 


$3,087,281 


etc.. 


$189,740 
768,942 
202,348 
322,817 


abroad 


due to foreigners ............ 
$1,483,847 


banks $1,603,434 





Os we 
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dividends upon their American stocks 
and bond holdings something like 
$270,000,000 and some $144,000,000 
for the use of their short-term balances 
and credits; while we repaid nearly 
$100,000,000 of these credits making a 
round total of $514,000,000. Part of 
this was reinvested by foreigners in 
American stocks and bonds. Commis- 
sions and service charges against foreign 
countries were considerably higher than 
we paid for similar services, but our 
excess of tourists’ expenditures, emi- 
grant remittances and shipping service 
payments were several hundred millions 
in excess of what we received, and were 
considerably larger than our visible 
trade balance. 

Although the nature of our interna- 
tional transactions changed somewhat 
during 1930, the accustomed course of 
the fateful decade about to close had 
remained unaltered. Foreign interests 
began to withdraw their American 
short-term credits and banking balances 
in order to finance the purchase of mer- 


chandise and to meet current obliga- 


tions and debt service charges. On the 
other hand, American bankers increased 
their foreign short-term assets as a 
greater demand for credit facilities de- 
veloped in the United States to finance 
commodities, maintain the price level 
and prevent liquidation. Our capital 
markets were still receptive to the floata- 
tion of foreign securities and more than 
$900,000,000 of foreign bonds were 
marketed during the year, exclusive of 
redemptions and sinking fund retire- 
ments. 


A REVERSED TREND 


The year 1931 will stand as the out- 
standing epoch in the post-war period. 
Following the German elections in the 
fall of 1930, America, for the first time, 
realized the perils of European politics 
and an overextended credit situation at 
home and abroad. The scramble was 
on. Capital migrated for shelter when- 
ever available. The withdrawal of 
credit, led by the French, and steadily 
spreading to other nations, put Austria 
into receivership when the Austrian 


Credit Institute failed to meet its ob 
ligations. The German crisis followed 
in the spring, culminating with the 
Hoover moratorium upon the interallied 
debts in June, 1931, and the subsequent 
“standstill” agreements to protect Ger- 
many from bankruptcy. But the furor 
did not stop. England was forced of 
the gold standard in September of the 
same year. 


The United States was not spared 
serious consequences in the midst of a 
financially chaotic world. Not only the 
liquidation of domestic credit became 
urgent, but the withdrawal of foreign 
dollar bonds played havoc with our 
banks. Foreign interests recalled some 
$765,000,000 of balances held in the 
United States during 1931 following 
the withdrawal of nearly $300,000,000 
in the previous year. Unfortunately, 
American bankers could not avail them 
selves of an equal opportunity, as mora 
toria and “standstill” plans prevented 
the realization upon their foreign assets. 
Only after severe losses, ranking as high 
as 50 per cent., and in many cases still 
greater, small reductions could be ef 
fected in the outstanding balances by 
circumventing moratoria and depre’ 
ciated currencies. An already compli 
cated structure in the United States 
was further perplexed by the flight of 
American capital during the chaotic 
days of 1932 and 1933. 


The most interesting symptom during 
this period was that the United States 
became a creditor nation also on short 
term account. As foreigners continued 
to withdraw their deposits, while Ameri 
can bankers were prevented from te 
ducing overseas accounts, the scale 
turned in our favor at the end of 1934. 
The amount of foreign balances had 
been reduced to less than $500,000,000, 
or equal to approximately 45 per cent 
of American overseas balances. We com 
tinued to import capital for the fourth 
consecutive year, brought about during 
the first three years by the liquidation 
of our overseas assets, although foreign 
ers continued to add moderately to theit 
holdings of American securities. Foreiga 
dollar bonds were bought by foreign 
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governments, foreign corporations, and 
individuals, as prices remained only 
nominal. The loss sustained by the 
American investing public will prove a 
stumbling block to future foreign 
financing. Nearly $750,000,000 of 


foreign dollar bonds were retired and 
repatriated during that year alone. 


FOREIGNERS BUY AMERICA 


After the provisional stabilization of 
the purchasing price of gold under the 
President’s proclamation, foreigners have 
steadily increased their holdings of 
American securities. Nearly eight hun- 
dred million dollars reached the United 
States during 1934, the bulk of which 
is believed to have been invested in 
American stocks and bonds. The de- 
mand from abroad for American secu- 
rities was more persistent during 1935. 
The net importation of foreign gold 
during the year reached a new all time 
peak of $1,739,000,000, while silver im- 
ports summed up to $335,730,000, rep- 
resenting largely foreign funds sent to 
the United States for safekeeping and 
to find profitable investment. 


AMERICA’S CREDIT LOSS 


Reduced to its essentials, the practical 
outgrowth of our international dealings 
in the past five years amounts to this: 
We sustained tremendous loss in our 
portfolio investments and_ short-term 
assets with the resultant deterioration 
of our creditor position. On the other 
hand, foreign interests have added to 
their holdings of American stocks and 
bonds and have piled up balances in 
our banks. While in 1929 our inter- 
national ledger carried a net balance of 
some twenty-two and one-half billion 
dollars, at the end of 1935 the net ac- 
count had been reduced to no more than 
six billion dollars. 


Our direct investments abroad have 
remained rather stationary, with only a 
moderate increase to about $'7,800,000,- 
900, while our short-term balances have 
been reduced to approximately $'750,- 
000,000. Likewise, our portfolio invest- 


325 


ments have been depleted and they are 
now less than five billion dollars (based 
on estimates presented by the writer in 
an article on “Our Vanishing Credit 
Position” in the September issue of 
THE BANKERS MAGAZINE) with a net 
marketable value of no more than $3,- 
750,000,000 as the bulk of these bonds 
remain in default and command only 
nominal market prices. The total over- 
seas investments of the United States 
are now less than $12,500,000,000. On 
the other hand, foreigners have de- 
cidedly increased their assets in this 
country and by the end of 1935 their 
direct investments and holdings of 
stocks and bonds were more than $5,- 
250,000,000. Short-term balances have 
probably advanced to $1,250,000,000. 
It is believed that nearly 75 per cent. 
of the gold imported during 1935 repre- 
sented the accumulation of foreign as- 
sets in the United States, bringing the 
total foreign investment in this country 
to approximately six and one-half bil- 
lion dollars. 


UNITED STATES IS ISOLATED 


In these calculations war debts and 
interallied obligations are not included 
as it appears evident that no additional 
receipts can be expected on that score 
as war debts and reparation agreements 
have completely collapsed. Likewise, it 
would be incomprehensible to anticipate 
any payments from Russia for debts 
owed to the United States Government, 
as the Bolsheviki have wilfully re- 
pudiated all obligations, although they 
have availed themselves of the institu- 
tion of credit and have since contracted 
their own obligations at home and 
abroad. 

The most pessimistic hopes of those 
willing to isolate the United States have 
been nearly fulfilled. Our international 
position has suffered a decided setback. 
America has sustained severe losses 
which could have been mitigated under 
a more enlightened foreign policy and 
active protection. Meanwhile, our busi- 
ness as well as our banking system and 
security markets remain open to the 
hazards of foreign attacks. 





WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 


THE BURDEN OF TAXATION 


THERE is injustice in our spending to- 
day and leaving the burden of payment 
saddled upon our children. It is de- 
cidedly more fair for us to assume our 
own obligations. Out total tax bill dur- 
ing 1935 is expected to reach ten billion 
dollars for all taxing units, of which 
there are over 180,000 in this country. 
It will require great ingenuity on the 
part of business management during the 
coming years to maintain its stability 
under the burden of tax problems.— 
Henry H. Heimann, executive manager, 
National Association of Credit Men. 


CREATION OF “BANK MONEY” 


THE power to create bank money is 
based entirely on the confidence of the 
general public. Not one cent of bank 
money can be forced into circulation or 
stay in existence for a moment without 
the willing consent and co-operation of 
each person into whose ownership it 
passes.—S. H. Logan, general manager, 
Canadian Bank of Commerce. 


A PLEA FOR NEIGHBORLINESS 


I LIKE to think of our country as one 
home in which the interests of each mem- 
ber are bound up with the happiness of 
all. We ought to know, by now, that 
the welfare of your family or mine can- 
not be bought at the sacrifice of our 
neighbor’s family; that our well-being 
depends, in the long run, upon the well- 
being of our neighbors.—Franklin D. 
Roosevelt. 


A RESTING SPELL FOR MONEY 
History discloses that since the Na- 


poleonic wars money has been in use 
80 per cent. of the time and out of use 


20 per cent. of the time.—Percy H. John- 


ston, chairman, Chemical Bank and 
Trust Co., New York. 
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A MANAGED CURRENCY 


By all means let us extend the control 
of reason, as and when we can. But 
let us remember that the management of 
currency requires the exercise, not only 
of reason and judgment, but of will in 
a field where judgment is always very 
dificult and full of doubt and uncer- 
tainty. Reason, judgment and will are 
required, it is true, even under the gold 
standard, but at least they have sign 
posts to guide them. Meanwhile whether 
we play our part—a more influential 
part than that of any other nation ex- 
cept the United States--towards helping 
the world back to stability in that most 
most vital of all spheres, namely, the 
monetary sphere, will depend on the un- 
trammelled wisdom of future British 
governments of whatever party ccm 
plexion—R. H. Brand, in Lloyds Bank 
Monthly Review. 


COMMERCIAL BANKS AND 
CREDIT NEEDS 


It is not enough for the bankers of the 
country to say that the granting of credit 
must be restored to private instrumen 
talities and that phase of the Govern 
ment’s business relinquished. It is their 
obligation to do the job and to begin 
now. The commercial banking machin 
ery of the country is entirely adequate 
to care for the legitimate credit needs 
of the people, which have been serviced 
for the past two or three years by Gov 
ernment-sponsored agencies. — A. G. 
Brown, president, Ohio Citizens Trust 
Co., Toledo. 


SECURITY FOR THE WORKER 


THE greatest contribution toward funda 
mental security for the worker w 
be the establishment of sound monetary 
and fiscal policies by the Federal Gow 
ernment—New England Letter, First 
National Bank of Boston. 
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Can Unemployment Insurance 
Remain Solvent? 


By HERMAN GLASSER 
Tax Consultant, New York City 


ployment is a misnomer since unem- 

ployment is not and never can be an 
insurable risk. And unless employers, 
workers and legislative and administra- 
tive officials realize this fact, unemploy- 
ment insurance as now inaugurated will 
not survive its experimental stage. Or 
if it does, it will only be by so increas- 
ing the rate of taxes as to put a burden 
on industry, which it will find itseif 
unable to carry. 

A risk is insurable even though its 
occurrence is certain, provided there is 
some definite basis for determining over 
a great number the frequency of the 


[ piomene as applied to unem- 


happening of that event among that 


number. Thus, death is an insurable 
risk. So also, but to a somewhat lesser 
degree, are the risks of fire, accident and 
ill health. The degree of insurability is 
dependent on the possibility of prevent- 
ing the insured from controlling the oc- 
currence of the risk. In the case of 
death, ill health and accident, the con- 
. trol consists of the natural desire of the 
. individual to continue to live and retain 
his well-being. In the case of fire, the 
control consists in the fact that recovery 
cannot exceed the value of the property 
destroyed and thus there can be no 
profit, and in the case of planned loss 
for profit, the possibility of criminal 
prosecution. 

With respect to unemployment, how- 
ever, the situation is different. There 
are no statistics available, nor can any 
one determine in advance with any rea- 
sonable degree of certainty the extent 
of unemployment at any time in the 
future. Statistics of past unemployment, 
which cannot be regarded as even ap- 
proximately accurate, establish the wide 

Uctuations which have occurred. Ac- 
cording to a table prepared by the Com- 


mittee on Economic Security appointed 
by President Roosevelt, an estimate of 
unemployment in prior years was made 
in establishments, which are customarily 
covered by unemployment insurance 
plans. According to this table unem- 
ployment in the years from 1923 to 
1929 varied from a low of 6 1/10 per 
cent in 1929 to a high of 9 4/10 per 
cent. in 1924, and these were years of 
industrial activity and prosperity. If we 
take all the years for which percentages 
of unemployment are given in this table, 
we find that between 1922 and 1933 the 
rate varied from a low of 6 1/10 per 
cent. in 1929 to a high of 39 2/10 per 
cent. in 1933. To attempt to insure a 
risk which can fluctuate so widely over 
a short period would be sheer madness. 

The reader should get clearly in mind 
the meaning of these percentages since 
I wish to make an adjustment in them 
and these figures as adjusted I will apply 
in determining the load which the Un- 
employment Insurance Fund can carry. 

The above percentages are obtained 
by taking the number of workers and 
determining the percentage of those 
workers unemployed in the different 
years. Thus in 1929 out of every 100 
workers, 93.9 per cent. were employed 
and 6.1 per cent. were unemployed, 
which results in the percentage of 6.1 
per cent. used in the table. 

For the purpose of the discussion 
later on in this article, I will use as 
percentages the number of unemployed 
as against the number of employed, i. e., 
if 93.9 per cent, are working and 6.1 
per cent. are unemployed, what percent- 
age of those working is the number idle? 
The percentage arrived at is 6.5 per cent. 
This is very important and the reader 
should bear this distinction very care- 
fully in mind since in determining the 
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PAYROLL TAXES—UNEMPLOYMENT AND OLD AGE BENEFITS AT A GLANCE 


1. Who pays the tax? 


2. When tax goes into effect? 


MASSACHUSETTS 
UNEMPLOYMENT INSURANCE Tax 


Worker working for 
employer subject to 
tax. 


Employer. 


January 1, 1936. 





3. Who must pay tax? 


Employers of 8 or more workers. 





4. Rate of tax? 


Credit against tax? 


When payable? 





7. What portion of wages taxable? 


8. The compensation of what workers are 
exempt from tax? 


Per Cent. Per Cent. 
1936 j 1 
1937 A thereafter 50 
1938 per cent. of 
1939 amount of tax 
1940 payable by 
1941 based on employer. 
merit rating. 





None. 


As prescribed by Un- 
employment Com- 
pensation Commis- 
sions 





At time worker re: 
ceives wages by 
having tax de 
ducted therefrom. 


That portion of wages paid as compensation 
for work done within the state. 


Workers receiving wages at a rate of $2500 
per year or more. 

Farm workers. 

Personal or 
home. 

Employes of Federal, state or local govern: 
ment. 

Employes on governmental relief project. 

Workers paid by commission who are masters 
of their time. 

Share fishermen. 

Piece workers at home. 

Workers on short time or casual workers for 
period of 4 weeks or less. 

Employes of charitable organizations. 


domestic servants in private 











extent of benefits which an unemploy- 
ment fund can successfully carry the 
relationship is between those who are 
working and those who are idle. 
Adjusting the percentage of unemploy- 
ment as it appears in the table above 
referred to we find the following: that 
the lowest rate of unemployment was 
in the year 1929 when the percentage 
of unemployed against those who were 
working was 6.5 per cent.; in 1924 the 
percentage was 10.3 per cent., and in 
1933 it reached a high of 64 per cent. 

Any plan of unemployment insur- 


ance, no matter how high the rates (pro 
vided they were feasible) would not 
have survived the wave of unemploy 
ment which inundated industry in 1930 
and has continued to the present. 
Nor would any attempt by the Gow 
ernment to subsidize such a plan do any’ 
thing more than perhaps continue the 
payment of benefits for a short period 
after a depression set in. Payment of 
benefits for any extended period with 
out regard to the need of the bene 
ficiaries would bankrupt any govern 
ment, if at the time, as would be the 
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PayROLL TAXES—UNEMPLOYMENT AND OLD AGE BENEFITS AT A GLANCE 


pe 


New HAMPSHIRE 
UNEMPLOYMENT INSURANCE TAX 


Worker working for 
employer subject to 
tax. 


Employer 


January 1, 1936. 


Employers of 4 or more workers. 


OREGON 
UNEMPLOYMENT INSURANCE TAX 


Provision for contribu- 
tions by worker be- 
lieved to be void. 


Employer 


January 1, 1936. 


Employers of 4 or more workers. 


eT 


Per Cent. 
1936 1 
1937 2 
1938 3 
3 
3 


Per Cent. 

1936 a | 
1937 and there- 

after 1 per 
1939 cent. but not 
1940 to exceed 50 
1941 based on per cent. of 

merit rating general rate of 
employers. 





None. 


Weekly beginning At time worker re- 
first week in 1936. ceives wages by 
having tax de. 

ducted therefrom. 








All. 


Non-manual workers receiving wages at a 
rate in excess of $2500 per year. 

Farm workers. 

Domestic servants in private home. 

Employes of Federal, state or local govern- 
ment. 

Teachers, or officers in public or private 
schools or colleges. 

Physicians or nurses in public or private hos: 
pitals. 

Employes of charitable organizations. 

Employes who perform all or the greater por- 
tion of their work without the state. 

Employes in employment covered by any 
Federal Unemployment Compensation Sys: 
tem. 








fact, the Government was required to 
provide relief to those who could not 
be classified as unemployed. 

But the more important reason for 
contending that unemployment is not an 
insurable risk is because it is controll- 


able. It can be controlled by the em- 
Ployer, by the employe, by legislators 
who enact the laws, and by the adminis- 
trative bodies which prepare the regu’ 
lations and administer the law. 

By controlling this risk is meant not 
only the control of employment and un- 
employment, but as well control of what 


Per Cent. 


1936 
1937 
1938 
1939 
1940 
1941 based on merit rating 


None. 


At stated intervals as fixed by State Unem- 
ployment Compensation Commission. 


All. 


Agricultural workers. 

Domestic servants in private home. 

Casual workers not in the course of the 
employer's trade or business. 

Officers and members of the crew of a vessel 
on the navigable waters of United States. 

Parent, husband, wife or minor child of 
employer. 

Employes of Federal, state or local govern- 
ment. 

Employes of charitable organizations. 


shall be considered unemployment for 
which benefits are payable. 

In either case, the result is to increase 
or diminish the load which the fund is 
compelled to carry. Or, to put it dif- 
ferently, the success or failure of the 
plan is dependent on the ability of em- 
ployers, employes, legislative and admin- 
istrative bodies under the law to increase 
or reduce the amount and duration of 
benefits paid to unemployed. 

Before discussing whether this can be 
done and if so, how, it may be desir- 
able to set down briefly the provisions 
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with respect to contributions and benefits 
in the New York State Unemployment 
Insurance Law, using that act for the 
purpose of this examination. The laws 
so far adopted in the eight other states 
and in the District of Columbia do not 
differ greatly from the New York law 
in their provisions with respect to con- 
tributions and benefits. 

Under the New York Unemployment 
Insurance Law contributions are made 
by the employer in behalf of all covered 
workers at the rate of 1 per cent. of 
wages for 1936, 2 per cent. for 1937 
and 3 per cent. thereafter. Since no 
benefits are payable till 1938, the fund 
will start paying benefits with a reserve 
representing the contributions for 1936 
and 1937, or approximately 3 per cent. 
of annual payrolls. Thus, in 1938 the 
fund will have available for the pay- 


ment of benefits not only the 3 per cent. 
accumulated as a reserve, but also the 
3 per cent. collected in 1938 and there- 
after the fund will have an income of 
3 per cent. of payrolls and in addition 


any interest earned on the unexpended 
portion of the fund. 

Benefits provided are 50 per cent. of 
full weekly wage with a minimum of 
$5 and a maximum of $15 per week 
payable after three weeks’ waiting 
period, or if a worker becomes unem- 
ployed more than once in any one year, 
a maximum waiting period of five weeks 
during that year. If unemployment is 
due to industrial controversy or miscon- 
duct the waiting period is ten weeks. 

The total benefits cannot exceed one 
week of benefit for each 15 days of 
prior taxable employment with a maxi- 
mum in any year of sixteen weeks of 
benefit. There are other provisions with 
respect to qualification for benefits 
which are here disregarded since they 
are not important for the purpose of 
this discussion. 

With this brief summary of the tax 
and benefit provisions the first fact to 
be determined is the ratio between con- 
tributions and benefits or the amount of 
employment necessary to support the 
benefits provided by the act. 

This problem may be stated in the 


THE BANKERS MAGAZINE 


following form: Three per cent. of the 
wages of how many workers for one 
year will make possible the payment of 
50 per cent. of wages for sixteen weeks 
to how many unemployed. The reader 
will notice that the equation is between 
contributions for one year and benefits 
for sixteen weeks. 

It will be found that a 3 per cent. tax 
rate will support payment of benefits 
to unemployed workers numbering 191/, 
per cent. of the number of workers for 
whom taxes are paid. Thus, if 100 
workers are paying taxes the amount 
contributed by them will support bene- 
fits for 191/, workers for a sixteen week 
period. This percentage will be slightly 
more favorable by reason of the pro- 
visions for waiting period and limita- 
tion of benefits to number of days of 
prior employment. 


Because of the percentage arrived at 
the general opinion is that based upon 
the average unemployment during the 
years 1923 to 1929 which as adjusted 
varied between 6.5 per cent. and 10.3 
per cent., the plan is financially sound 
although it is conceded that if unem- 
ployment should ever again increase to 
the extent it did after 1929, the fund 
would become hopelessly insolvent; but 
disregarding periods of extreme depres- 
sion and resulting unemployment, most 
people have come to the conclusion that 
the fund can remain entirely solvent. 

This is a conclusion that I cannot 
agree with since in my opinion the rate 
of 1914 per cent. is not nearly accurate 
in determining the relationship between 
contributions and benefits. This should 
become quite evident from the follow 
ing example: 

John Smith has employed 1000 work: 
ers. There is a decline in the demand 
for his product. He finds that he re 
quires only 800 workers after January 
1, 1938. He lays off 200 workers who 
immediately become entitled to benefits 
and he continues operations with the re- 
maining 800. After the 200 have ex 
hausted their full quota of benefits (six 
teen weeks) he rehires them and in 
their place lays off a different 200 work: 
ers. Immediately these become entitled 
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to benefits and after they have ex- 
hausted their full quota of benefits (six- 
teen weeks) he rehires these and in 
their place lays off another 200 who 
also immediately become entitled to bene- 
fits for 16 weeks. In this case there 
will be during that year 600 workers 
receiving the full quota of benefits 
against contributions from 800 during 
the entire year, or a ratio of 75 per 
cent. which the fund concededly will 
be unable to support. In other words, 
with 25 per cent unemployment we have 
75 per cent. of unemployment benefits. 

If unemployment, therefore, is con- 
tinually changing and different workers 
laid off to provide employment for those 
previously unemployed, the ratio of un- 
employed to contributors cannot exceed 
6l/, per cent. if the fund is to remain 
solvent; and if the fund is to accumulate 
a reserve for periods of greater than 
average unemployment the percentage 
of unemployed must be less than 61/4 
per cent. Comparing this percentage 


with the percentages of unemployment 


as given by the Committee on Economic 
Security we find that in all years from 
1923 to 1929, with the exception only 
of the year 1929, the average unem- 
ployment was in excess of 6!/, per cent., 
and these years were boom years of great 
industrial activity. 

It may be that the objection will be 
raised that there is no way of determin- 
ing whether the unemployed used by the 
committee in arriving at its percentages 
were “stationary” or “fixed” unem- 
ployed or whether they were “turnover” 
unemployed. The answer to this ob- 
jection is that if it is within the power 
of an employer or an employe to con- 
trol this situation, the probabilities are 
that it will be utilized not for the pur- 
pose of preventing benefits but rather 
for the purpose of facilitating receipt 
of benefits. The employer desiring to 
maintain his supply of labor will prob- 
ably find it desirable to maintain this 
supply by continually turning over his 
workers in such a way as to provide em- 
ployment for some and benefits for 
others, 


In many industries which have been 


unionized the union designates those 
who shall work and those who shall be 
idle when work is insufficient. It is al- 
most a certainty that union officials will 
manipulate employment of their mem- 
bers in such a way as to provide em- 
ployment for those needed and benefits 
for those who must remain idle. 

The dangers to the solvency of the 
unemployment insurance fund may be 
briefly enumerated as follows: 


1. The increase of benefits and ex- 
tension of period for the payment of 
those benefits by legislative action. This 
may occur at times of little unemploy- 
ment when legislators find the fund in- 
creasing and pressure is brought to bear 
by interests associated with unemployed. 
Or in times of severe unemployment 
when pressure is brought to bear upon 
legislators to relieve resulting distress. 

2. By administrative officials to whom 
has been delegated considerable discre- 
tion in providing regulations with re- 
epect to part time or seasonal employ- 
ment. 

3. By continuous turnover of work- 
ers by their employers in order to pro- 
vide benefits for all who may not be 
needed. 

4. By workers accomplishing the 
same result through their unions. 


To guard against these possibilities it 
would be desirable: 


1. To develop an informed public 
opinion among employers and employes 
to prevent practices which may jeop- 
ardize the solvency of the plan. 

2. To educate the public as to the 
theory and purpose of unemployment 
insurance. 

3. To create an active interest on 
the part of employers and employes in 
all matters affecting procedure with re- 
spect to benefits. 

4. To require that employers par- 
ticipate in all proceedings in connection 
with claims for benefit by former work- 
ers. 

5. To require that employers adopt 
the practice of distributing work on 
short time to all workers rather than 
full time to some workers. 
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6. To advocate the adoption of regu- 


lations that seasonal workers be not en- 
titled to benefits except for loss of work 
during the customary period of their 
season. 

7. To advocate the adoption by all 
states of strong merit rating provisions 
so that employers who resort to practices 
which increase benefits will be required 
to pay larger contributions. 

There are others, but those enumer- 
ated will probably be sufficient to create 
among those chiefly concerned an in- 
terest in a sound, conservative and fi- 
nancially safe administration of this 
scheme of unemployment insurance. 

It would surely be a tragedy if after 
industry had contributed hundreds of 
millions of dollars towards this social 
experiment it had to be abandoned be- 
cause of failure to understand its basic 
principals. Or, if not abandoned, it be 
continued by increasing the burden on 
employers. In the opinion of many the 
latter is more likely if contributions are 
found to be insufficient. 
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NOTHING NEW ABOUT SERV- 
ICE CHARGES 


PERISH the thought that service charges 
are new. No, they existed many years 
ago, but in a slightly different form. 
Only the well-to-do had checking ac- 
counts; the rest paid their bills in cash, 
and when they paid their gas and elec: 
tric bills at the corner drug store or 
express office they paid a five-cent 
handling charge along with every bill— 
no different from the per check charge 
now made by many banks. If by 
chance a person needed a check he 
bought one from, say my uncle, who 
happened to have a checking account. 
Uncle did not charge a fee, but when 
the purchaser of the check took him next 
door to a saloon my uncle drank a 
fifteen-cent bottle of beer, and had a 
ten-cent cigar—nothing but a slightly 
higher charge than that advocated 
by many present-day bankers. —R. H. 
Brunkhorst. 
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Early American Bank Stock 


Speculation 
The Rise of the State Banks 


By A. M. SAKOLSKI 


Author of 


“The Great American Land Bubble” 


This is the fourth of a series of articles on this subject—EpiTor. 


T may have been, as Alexander 
| Hamilton stated, that the promoters 

of the “hydra headed banks” in New 
York City, following the organization 
of the United States Bank were unprin- 
cipled gamblers; yet there were among 
them the leading business men and 
capitalists of the time. They seemed to 
have been drawn into the vortex of the 
prevalent bankomania. In addition to 
John Mc’Vicker and Abraham Duryea, 
other well known New York merchants 
such as Robert Lenox and Robert 
Stewart were concerned in the schemes. 
Even Alexander Macomb, the chief 
promoter, “who intended to hold most 
of the shares” was a respected and well- 
to-do business man. He was elected one 
of the original directors of the branch 
of the Bank of the United States in 
New York, and like his partner, William 
Duer, he enjoyed for a while the con- 
fidence of the mercantile and trading 
gentry. 

With but few exceptions the promot- 
ers of the bankomaria were prominent 
in New York politics, and some held 
important public offices. These com- 
prised men in both Federalist and Anti- 
Federalist political parties, so that their 
schemes did not arise out of mere oppo- 
sition to Hamilton's political ideas nor 
to the general suspicion that both of the 
two existing banking institutions, . viz., 
the Bank of New York and the Branch 
Bank of the United States, were po 
litically biased in granting loan accom- 
modations. 

While the New York legislature was 
debating the charter of the new “hydra” 
bank, a bitter battle was being waged in 


the newspapers over the proposition. As 
early as January 19, 1792, just three 
days after the prospectus of the Million 
Bank was made public, a letter printed 
in The Daily Advertiser and signed “A 
Merchant” charged that the scheme 
“originated and was ultimately intended 
to answer the purpose of a set. of de- 
signing characters, whose intentions as 
far ds the business has been canvassed 
was certainly not consistent with the 


public good.” He warned all who 


“value their reputation and property 
not to embark in an affair, the origin 
of which is not founded on a permanent 
basis” but which is nothing but “a child 


of iniquity” of a few speculators. The 
same journal, the following day, printed 
a similar warning by “A Citizen” who 
doubted the need of a third bank and 
its profitableness. “The mode in which 
the Million Bank has been conducted,” 
he wrote, “I hope, will be a lesson to 
the citizens how to set about another 
with more mature deliberation, that the 
fabric may stand and prove useful.” A 
few days later another writer remarked, 
in condemning the scheme, “Banks 
originated in all commercial countries 
for substantial commercial purposes and 
nowhere have they been considered as 
engines of stock jobbing.” 

A few of the newspaper writers, 
however, vigorously defended the new 
bank. One, signing himself “A. Fair 
Dealer,” wrote in The Daily Adver- 
tiser January 21, 1792, that although 
many subscribed to the shares, few did 
so from mere motives of speculation and 
without the probable means of fulfilling 
their engagements. “A great number,” 
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he added, “possess talents, integrity and 
property equal to the undertakings,” and 
he concluded that the new bank “had 
long been in contemplation by some of 
the most wealthy and worthy of our citi- 
zens.” The new project, he claimed, 
had been “naturally suggested” by the 
increasing wealth of our country... 
and the pride and partiality of the exist- 
ing bank,” i. e., the Bank of New York. 


“MILLION BANK” BUBBLE BURSTS 


Another contemporary defender of 
the “Million Bank” employed somewhat 
similar arguments. The new bank, he 
asserted, was necessary to “check the 
increasing influence of the general gov- 
ernment, and its encroachments upon 
that of the state. . . . The weighty in- 
fluence derived by the general govern- 
ment from the funding system has al- 
ready thrown an undue balance in that 
scale. ... The assumption of _ state 


debts has diminished the importance of 
the state and added to that of the gen- 


eral government. ... The (national) 
bank is under a separate direction, whose 
prime mover is the Secretary of the 
Treasury and is going to branch out to 
every trading city inthe union. . . . Yet 
not content with this, a scheme is set 
on foot for consolidating the different 
state banks with this general bank, and 
to concentrate the whole monied inter- 
ests in a few hands.” And referring to 
Hamilton’s expressed opposition to the 
new bank, the writer concluded, “Let- 
ters upon letters, it is said, were written 
to dissuade his [Hamilton’s} friends 
from persisting in the measure of pro- 
moting the bank.” 


And so the fight went on, in and out 
of the legislature. By March, 1792, the 
bubble was right for pricking. William 
Duer, having failed to corner the 
“United States Six Per Cents.,” had to 
acknowledge his insolvency. Macomb, 
his partner in the deal, also soon be- 
came a bankrupt and, like Duer, was 
thrown into, the debtor's ‘prison. The 
speculation mania quickly subsided. The 
“Million Bank” never received its 
charter and the “rights” to buy. shares 


THE BANKERS MAGAZINE 


—_—- 


became worthless. Instead of creating 
a new bank, the New York Legislature 
on March 14, 1792, peremptorily passed 
“An Act to Prevent the Pernicious 
Practice of Stock Jobbing,” and another 
act providing for “a loan office” to lend 
surplus funds of the state treasury di- 
rectly to the productive citizens of the 
country districts. 


BANKOMANIA SPREADS TO OTHER 
SECTIONS 


The bankomania which prevailed 
in New York in the early part of 1792, 
soon spread to other sections. Fisher 
Ames of Boston wrote on January 23, 
1792, “The mad bank schemes of New 
York produce ill effects. Sober people 
are justly scared and disgusted to see 
the wild castle builders at work. It 
gives them an handle to attack the gov- 
ernment.” 

In Boston, October, 1791, “The Bos- 
ton Tontine Association” was formed 
by some very respectable men including 
Judge Oliver Wendell, Rev. Dr. Parker 
and Samuel Blodget, Jr., to afford a 
means whereby individuals would have 
an annual income, and if some chanced 
to live to a ripe old age, these would 
be endowed with riches. “Shares in the 
organization could be purchased for 
each age, ranging from $16 for those 
under five years to $2 for those above 
eighty.” The proceeds of the shares 
were to constitute an investment fund 
from which profits would be annually 
divided among surviving beneficiaries as 
originally nominated in proportion to 
their shares; and the whole remaining 
sum was to be divided among those sur’ 
viving at a predetermined distant year. 


There was a grand race for the Ton 
tine shares. Here was an opportunity, 
as stated by a contemporary newspaper, 
for “those who so sorely regretted their 
inattention to adventure in Bank Script 
to retrieve their imaginary losses.” In 
a few weeks the subscriptions were com 
pleted. Pending the incorporation of 
the concern, these subscriptions were 
made negotiable and soon commanded a 
high premium. Shares of $1 par value 
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rose to $6. In the meantime the Massa- 
chusetts court hotly debated the appli- 
cation for a state charter, which was to 
fix the capital sum at $1,000,000. The 
arguments hinged on the speculative and 
gambling aspect of the affair. It was 
immoral and unchristian. The measure 
finally failed to meet the approval of 
the legislature. 


BANK FORMED WITH TONTINE MONEY 


There was then the question, “What 
should be done with the funds already 
collected by the promoters?” Some one 
hinted—“Why not form a bank?” Banks 
were then the rage. In New York the 
bank bubbles were booming and the 
mania was spreading. Accordingly, in 
June, 1792, at the meeting of the Gen- 
eral Court, application was made for a 
charter for the Union Bank. It was 
readily granted. Unlike other similar 
institutions, this bank was to be a com- 
mon people’s affair. The par value of 
shares was fixed at the small sum of $8 
and there were to be 1,000,000 shares. 
Moreover, shares could be paid for in 
installments ranging over a period of 
two years. 


The state also could become a part- 
ner in this popular financial institution. 
A provision in the bank’s charter gave 
the State of Massachusetts the right to 
subscribe for $200,000 to $400,000 of 
stock. Governor John Hancock, who 
was a borrower of the bank, urged that 
the right be exercised. So, in March, 
1793, $200,000 was thus subscribed, and 
in the next year another $200,000. State 
officials became active in the direction 
of the bank and, in order to make the 
institution truly popular, it was pro- 
vided that loans were to be made on 
personal security, and for this purpose 
branches were to be established through- 
out Massachusetts to aid small trades- 
men and farmers. 


Although the bank prospered from 
the beginning of its operations and con- 
tinues its existence to this day as the 
National Union Bank, the widespread 
speculation in its stock soon ceased. De- 
Spite the low par value of the shares, 
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they filtered into the coffers of the 
wealthy capitalists. In February, 1793, 
John Quincy Adams wrote his father 
from Boston, “The bubble of banking is 
breaking, and I am apprehensive that it 
will prove as distressing in this town as 
that of stock-jobbing almost twelve 
months since in New York.” And he 
added, “The pernicious practice of mu- 
tua! endorsement (kiting) upon each 
other’s notes has been carried to an ex- 
travagant length, and is now found to 
have involved not only the principals, 
who have been converting their loans 
from the bank into a regular trading 
stock, but among others who have un- 
dertaken their security.”! 

Elsewhere, the bankomania  simi- 
larly swelled and then subsided. Before 
the turn of the nineteenth century, 
banks were established in almost all the 
cities and towns of the Union. These 
institutions had their friends and 
enemies, and banking questions played 
an important rdle in national and state 
politics. Antagonism to banks became 
a popular outcry. The staunch old Fed- 
eralist, John Adams, in spite of his 
political associations, strongly voiced the 
early American bank antagonism. “Our 
whole banking system,” he wrote his 
friend, Benjamin Rush, on August 28, 
1811, “I have ever abhorred, and shall 


‘die abhorring. . . . Every bank of dis- 


count, every bank by which interest is 
to be paid or profit of any kind made is 
downright corruption. It is taxing the 
public for the benefit and profit of in- 
dividuals. It is worse than the old time 
Continental Currency, or other paper 
money.” But he added, parenthetically, 
“If I should talk in this strain, after I 
am dead I know the people of America 
would pronounce that I had died mad.”* 

Adams’ opinion of the corruptive in- 
fluence of banks was shared by many 
others, but the mania persisted. After 
a partial subsidence for several years, 
subsequent to the outbursts of the first 
wild speculation in United States Bank 
Shares, the rage was renewed. 


John Quincy Adams Writings, Vol. I, 
p. 133. 
*John Adams, Works, Vol. Il, p. 638. 





The Nature of Credit 


Credit and Money Are Not Wealth, They Are Merely a 
Means of Exchange 


There has been, in this country, so much said about the denial of credit by our banks, 


that the following analysis of the nature of credit will be found of special interest. 


It is 


taken from a lecture by J. Gibson Jarvie, chairman of United Dominions Trust Limited, and 
republished from the London Bankers Magazine —EpIrTor. 


HE provision of credit for indus- 
trial and commercial purposes is 
one of the most important subjects 
of general discussion today, as it is one 
of the most common. Quite apart from 
its intrinsic merits it has been made a 
political issue and as a consequence has 
become a parrot cry for many whose 
knowledge of what it means is sadly 
limited. By many such it is hailed as 
something which could resolve all the 
difficulties of all the world. They talk 
as if credit were some great and measur- 
able force for good, held in leash by 
rather unscrupulous people for their 
own selfish purposes to the detriment 
of the community at large. How far 
that is from the truth! 

The reiterated demand that credit 
should be made more freely available 
has become so clamorous that it is advis- 
able the subject should be discussed au- 
thoritatively with the object of correct- 
ing existing misunderstandings and 
making clear what credit actually is, its 
origin, its influence and place in our eco- 
nomic, social and political machinery. 
The demand for credit must be made 
reasonable through an understanding of 
the real nature of credit. 


CREDIT NOT CONCRETE THING 


As I have said on another occasion, 
credit is elusive. It is not a concrete 
thing although it affects physical things. 
In its essence it is really the estimate 
placed on one person by another person 
or on one business concern by another 
business concern. It is in effect the 
embodiment of the good opinion enter- 
tained by one of someone else. Credit 
is not the prerogative of the one who 
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gives or extends credit. Credit quite 
definitely pertains to the person who 
receives it. It is his credit-worthiness 
which calls it into being. Credit is 
more an attribute of the debtor than 
something in the gift of the creditor. 

I have said that credit pertains to the 
individual receiving the credit. That is 
quite true because it is the individual 
who creates credit by deserving credit; 
and no amount of talk or resolutions de- 
manding an increased volume of credit 
will have any effect whatever on the 
amount of credit used unless—and at 
the present time this is an important 
qualification—the credit extensions con- 
templated are admittedly speculative. 
Credit can never be extended unless 
credit is taken and credit should never 
be taken and never extended unless it is 
justified. And only the facts and cir 
cumstances of individual cases can de- 
termine that. 


VOLUME FIXED BY DEMAND 


I would like to emphasize—because 
it calls for emphasis—that in the final 
analysis and contrary to the popular be: 
lief, the volume of sound credit actually 
used will always be fixed by the legiti 
mate demands of sound debtors or bor 
rowers. And although the price at 
which credit can be had is an influencing 
factor it is never a controlling factor. 
The price of credit is like the price of 
goods; under some circumstances a high 
rate might be cheap when under other 
conditions even a low rate would be 
dear. 

Before lightly condemning credit in 
any form as a principle of economic 
life, or any kind of instrument of credit, 
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we would be wise to be sure of our 
ground. 


It is only through exchange and an 
ever-increasing tempo of exchange that 
living standards can be improved and 
any who hesitate to use the means at 
their disposal for acquiring possessions 
for legitimate, reasonable and _praise- 
worthy ends are to the extent of their 
refusal reducing the tempo of our 
progress. 


STANDARD OF LIVING IS BASED ON 
POSSESSIONS 


Our standard of living is the degree 
of wealth and culture distributed 
amongst or enjoyed by the people. It 
is dependent on production and dis- 
tribution: the standard is based on what 
we possess in real wealth, i. e., in goods, 
property and services, and not on the 
amount of tokens in our possession 
which in the end are only tokens and 
only good so long as they can be ex- 
changed for wealth. The wealthy miser 
may have the lowest possible standard 
of life. A reasonable standard can only 
be achieved by production, a higher 
standard by greater production: and 
production and ever greater production 
with a balanced system of distribution 
can in turn only be achieved by the use 
of every available and legitimate means 
of exchange. 


Credit is by far the most elastic means 
of exchange: it will minister to our 
wants and needs to whatever extent is 
justified by the quantity of goods pro- 
duced and our ability to give an ap- 
propriate exchange. Neither token 
money nor credit can supplant labor: 
money and credit cannot themselves 
produce, they merely make production 
possible through their power and con- 
venience as media of exchange. The 
volume of credit in use is determined by 
the proper and legitimate use we make 
of it, so that any demand for an ex- 
tension of the volume of credit should 
really be addressed to ourselves. When 
We acquire goods on credit, we must be 
Prepared to pay for them at some time 
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with goods of our own production or 
by our services or by token money of a 
recognized and measurable value. 

Credit and money are not in them- 
selves wealth: they are merely the means 
of exchange—nothing more. They sim- 
ply represent wealth in that under nor- 
mal conditions they can be exchanged 
for wealth. One means of exchange is 
therefore a possession common to all 
those who are credit-worthy—it is for 
us to make it function for our purposes. 
But we must exercise care, we must 
guard it jealously and to use it that it 
will continue to be ours. A breath of 
suspicion and it vanishes: once lost it 
may never really be recaptured: in our 
private lives and in our business lives, 
in the home and in industry, it is equally 
essential and equally valuable. 


-©- 


THE FORECLOSURE VILLAIN 


As a general rule when, individuals fore- 
close on homes the homeowner is not 
nearly so “righteously indignant” as 
when a corporation forecloses. This 
smacks of the illogical feeling of Ameri- 
cans that it is not wrong to steal from 
a corporation or a railroad. The fact 
that the corporation probably knows 
much less about the truth of the hard 
luck stories of borrowers than do indi- 
viduals, and the fact that corporations 
lend other people’s money and are sub- 
ject to limitations of law and procedure, 
isn’t understood or even considered. The 
corporations are expected to show great 
leniency, to take losses and to renew 
loans on mere request. On the other 
hand individuals are not blamed though 
they be unforgivingly ruthless and tech- 
nical. For example, a mother who was 
foreclosed upon by her own son felt 
less bitter toward her son than many 
feel towards a corporation or insurance 
company which actually forecloses 
against its will and only because it has 
no alternative but foreclosure in work- 
ing out the loan.—Steiner A. Larsen in 
Southern California Banker. 





Better Bank Management 
Assembling the Budget 


By MarsHa.u C. Corns 


This is the third of a series of articles on this subject, which will appear in 
Tue Bankers MaGazine during 1936.—Ep1tor, 


Y investigation and checking over the bills of the past 
B year of the Blank State Bank and Trust Company, 
which represents the hypothetical case being used for 
analysis, it was possible to arrange a budget as given below: 


Advertising............. soba aad a acs cligh ato oa 
Association Dees. MELVIN TI RE 
Directors’ Fees GE tt eee eter 600.00 
Donations to Charities ..... Seen oe eee 
Examination............ eR Seek Nabe ioc ee 
Express and Drayage Ge eg eer eye 
Insurance—Fire fF ; 148.00 


Insurence—Robbery and Burglary. sdasvasectaecenndus A 
Janitor ..... ENT SANE PSE RC 
Legal Expense......... ; BSBA SR caves Darn cd Teen i 
Light, Electricity, Me seis 860.00 
Policemen, ete. ee ENR EMO ER, 
ONERE 25 SO al MONEE DEO NO AICI 
Salaries........... SiS crek pubes tans ate tn od vce a 
Stationery and Supplies. Shove curds sess aturton Sys nin hi le aa 
Telephone SUNUE © SUOMI soci aii 
Traveling Expense..................... 150.00 
Vault and Equipment. ae aes ae. 800.00 
Water = A itieipsiipuawisicucivn. oe eee 


Interest on Savings Accounts sivewy 054900475 40co 
Interest on Demand Accounts ............................... 8,000.00 
Dividends ............ iy seceseesecsee +2 4Q000,00 
Taxes—Real Estate. THOMA RAE ES 
Taxes—Personal Property 

Depreciation— Furniture and Fixtures— Equip- 


1,900.00 
Depreciation—Building |-....................00..0......00. . 4,550.00 
Depreciation—Vault and Equipment.................... 4,088.00 
Reserve for Contingencies 4,415.00 $67,278.00 


$108,701.00 
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The detailed explanation of these figures which follows 
shows how reductions were made, and savings effected. 


Advertising. —The reduction in advertising amounting 
to $1362 was accomplished by eliminating all miscellaneous 
advertising, such as church and club papers, contributions 
to programs, and the distribution of matches and bridge 
pads. Of the $800, $600 was to be spent for a weekly 
page advertisement in the city paper, the additional $200 
to be used for the rent and painting of sign boards. On 
this basis the maximum amount of advertising would be 
obtained for the smallest amount of expenditure. 


Association Dues.—There was no possible way of re- 
ducing this item as the dues paid are compensation for 
services received. 


Directors’ Fees.—It was recommended that no fees be 
paid to the directors. ‘The matter was deferred, however, 
until a later date. 


Donations to Charities—Instead of making contribu- 
tions to various churches, societies, associations or for 
charitable purposes, bankers and business men got together 
and agreed among themselves that they would pay so much 
a year to the Chamber of Commerce which would disperse 
the funds to needy organizations. The amount assessed 
against each business man depended upon the size of his 
business with a minimum of $25, and a maximum of $200 
a year. 


Examination.—This is a constant figure over which the 
bank has no control. 


Express and Drayage.—It is not possible to control this 
figure. 


Insurance.—The saving of $198 on fire insurance and 
$111 in misplacement insurance was made by adjusting 
the insurance to the present values. 


Janitor —The janitor’s salary was reduced $300 arbi- 
trarily on the basis of labor cost in the town. 
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Legal Expense.—A survey of the cost over a period of 
five years for legal services showed that it fluctuated from 
$150 to $400 a year. The attorney agreed that he would 
rather take all the bank work on a yearly basis than by 
services rendered. He agreed to handle all ordinary legal 
work necessary for the bank for $200 a year. 


Light, Electricity, Etc—A saving of approximately 
$410.80 in the light bill was accomplished by the conserva- 
tive use of lights after banking hours, and the elimination 
of overhead lighting and outside building lighting except 
when necessary. ‘The amount saved was determined by the 
electric light company through test meters which were 
placed throughout the bank at the bank’s request. 


Policemen.—The policeman’s salary was reduced from 
$1500 to $1200 in line with the wage scale paid in the city. 


Postage-——There was no direct reduction in postage 
expense. A good portion of this expense is caused by over- 
draft notices, mailing statements and advertising. There 
will be an indirect saving when applied against various 
other departments and in computing the charges for serv- 
ices rendered on commercial accounts. 


Salaries.—There was no immediate reduction in salaries, 
as this could only be accomplished by taking into considera- 
tion the volume of work handled and the necessity of main- 
taining adequate help, which could only be shown after a 
complete analysis. A considerable reduction is contem- 
plated after a complete survey has been made. 


Stationery and Supplies——There was a radical reduc- 
tion of $4,542.68 in the amount allocated for stationery and 
supplies. This figure was arrived at by considering the 
actual amount of supplies used over a period of a year, the 
amount of saving to be made by using a cheaper check, 
revision of forms in order to make them uniform, elimination 
of folded notices which necessitated an addressed envelope, 
and the substitution of window envelopes wherever possible. 
Instead of buying the best quality of paper as had been done 
in the past, the quality would depend upon the length of time 
records would be kept. In checking into the matter and 
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CHART “A” 
ALLOCATION oF EQuIPMENT 


Yearly Monthly Department 
Article Value Depreciation Depreciation Using 


Bookkeeping Machine $950 $190 $15.83 Bookkeeping 
Bookkeeping Machine 950 190 15.83 Bookkeeping 
Bookkeeping Machine 1,100 220 19.33 Bookkeeping 
Adding Machine 250 50 4.17 Clearing House 
Adding Machine........ 250 50 4,17 Transit 
Checkometer ........... 90 18 1.50 Savings 
Checkometer .............. 140 2.33 Draft and Coll. 
Teller 
Adding Machine......... 75 1.25 Receiving Teller 
Adding Machine........ 75 1.25 Receiving Teller 
Adding Machine......... 115 2 1.92 Paying Teller 
Transit Machine....... 200 é 3.33 Transit 
Adding Machine . 218 Ai 3.58 Loan and Discount 
Adding Machine......... 215 di 3.58 Proof 


TOTAL ... $4,625 B95 $77.08 





going through the stock room we noticed a large quantity 


of checks, letterheads, deposit slips, and ledger sheets. 
Approximately $7500 worth of out of date letterheads, 
passbooks and ledger sheets were lying in the vault and were 
of no further use to the bank, as revisions in the official staff 
and other changes rendered them obsolete. It is true that a 
saving can sometimes be made by purchasing supplies in 
large quantities, but a majority of banks that have followed 
this practice, after taking into consideration the amount of 
supplies thrown away, agree that the saving is more than 
offset by the loss and waste. It is poor banking practice to 
purchase more supplies than are necessary for a year’s 
normal business, and on checks, passbooks, etc., it is possible 
to work out an agreement with the printer whereby the 
bank will only pay for the portion of the supplies used. 

In general, banks have used very little judgment in the 
control of this expense; as long as the profits were there 
in the past, these expenditures were not watched. 


Telephone and Telegraph.—The reduction of the tele- 
phone charges in the amount of $301.20 was a result of the 
survey made on the use of the bank telephones, which 
showed that it was costing the bank approximately $300 
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CHART “B” 


ALLOCATION OF FURNITURE AND FIxTURES 


Yearly Monthly 
Depreciation Depreciation 


Clearing House $2.00 
Bookkeeping........ : 5.00 
WME cireein: - 11.66 
Ladies’ rest room d 3.42 
Advertising lobby space . 4,17 
Cages (1 to 7) ‘ Each 1.66 
SS |: een ; 2.50 
Cage (9) ; - 3.33 
Conference room ; 6.83 
Real estate loan manager : 4.17 
New business representative iu 4.17 
Cashier : 6.67 
Vice-president ............. . 6.67 
President ..... : 6.67 
Stenographer a. BOE en i 4.9 ‘ 2.33 


tf * AE pike” i ie cs $81.25 


a year to allow customers to use the telephones for personal 
calls. To eliminate this, telephones were moved from the 
railings to the inside corner of the desks and public tele- 
phones placed in a conveniently located spot for the use of 
customers. Part of the expense of the telephone, of course, 
was due to its use in calling attention to past due notes, 
etc., which should have been paid for by the customers, and 
will receive further attention later. 


Traveling Expense.—This item is to be watched, as it 
is dependent upon outside circumstances. It is a very 
difficult item to control. 


Vault and Equipment.—The reduction of $125 in vault 
and equipment upkeep was accomplished by contracting 
for vault service. 


Water—The amount of $113 saved on the water bill 
was made by turning off, after banking hours, the public 
drinking fountains located throughout the bank for the 
benefit of the customers. 
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CHART “C” 
ALtocaTion oF Taxes AND Burtpine Depreciation 


Square Feet Rental Taxes 
Department Space Used Per Month Per Month 


Clearing House 350 $26.60 $3.50 

Bookkeeping.................... . 10x 35 350 26.60 3.50 

1,050 79.80 10.50 

Ladies’ rest room 200 15.20 2.00 

Advertising (lobby space) 10x 65 650 49.40 6.50 

Cages (1 to 7) 700 (7) 7.60 Each 1.00 

200 15.20 2.00 

300 22.80 3.00 

Conference room 200 15.20 2.00 
(For new business and 
Real Estate Loan Dept.) 

R. E. Loan, Mgr 15.20 2.00 
New business representa- 

. 20x10 15.20 2.00 

COBMIOR oso icc systss-ccuteieayssess7 OR AO 15.20 2.00 

Vice-president 15.20 2.00 

President 150 11.40 1.50 

Stenographic 50 3.80 .50 


5,000 $379.00 $50.00 


Interest on Savings Accounts.—This reduction in in- 
terest was arrived at by figuring reserve requirements at 
2% per cent. on the average monthly savings balance, 
which surveys show to be the average amount of interest 
paid by banks on savings deposits. Interest had been paid 
by this bank on the average balance of savings accounts. 


Interest on Demand Accounts.—There was no reduc- 
tion in the amount of interest on this class of accounts 
according to the budget. The only way this item can be 
reduced is by the analysis of accounts, whereby it can be 
determined whether the payment of interest is justified. 


Dividends.—A fixed charge. 


Depreciation of Furniture, Fixtures and Equipment.— 
This yearly depreciation of $1900 represents 20 per cent. 
of depreciation per year on the book value of furniture and 
fixtures of $9500, of which amount $4875 is on furniture 
and fixtures, and $4625 on machines and equipment. The 
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following chart “A” shows the allocation of equipment and 
chart “B” shows the allocation of furniture and fixtures. 


Taxes and Depreciation on the Building.—Depreciation 
on the building of $4550 is 5 per cent. depreciation a year 
on the book value. As the building-is 100x 50, the de- 
preciation is .9111 per square foot per year or 6.7 cents per 
square foot per month. The amount of rental depreciation 
for each department is shown by the following chart, all 
of which is allocated to departments with the exception of 
lobby space, which is charged to advertising. Taxes 
amounting to $600 a year are allocated per square foot of 
floor space and are also included on chart C. 


Vault and Equipment.—Depreciation on vault and 
equipment in the amount of $4088 is 10 per cent. deprecia- 
tion on $40,880, at which fixture it is carried on the books. 


Contingent Reserves—% of 1 per cent. of the total 
funds invested has been provided for as reserve which 
should be adequate according to the survey to provide for 
depreciation and loss on securities and loans. 


Conclusion.—Total expense for the year of $108,701 is 
subject to further reductions after the final analysis of the 
bank is completed. Such final analysis will possibly show 
increased sources of income. 


The method used in arriving at departmental item costs 
will be considered in next month’s article. 


SECURITY FOR THE WORKER 


THE greatest contribution toward fundamental security 
for the worker would be the establishment of sound mone- 
tary and fiscal policies by the Federal Government—New 
England Letter, First National Bank of Boston. 
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INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


New Issue Experience in 1935 


nite revival of underwriting activ- 

ities. In fact, not since 1931 
have corporate bond offerings reached 
as high a level. With the continuation 
of present favorable trends, refunding 
operations may soon be overshadowed 
by new capital flotations. 

In former years, the poor market 
action of new issues stirred much un- 
favorable comment. By far the ma- 
jority of corporate bond flotations broke 
their initial offering prices within a 
period of six months of the date of sale. 
The termination of the distributing 
syndicate, with its removal of syndicate 
bids, generally resulted in a decline 
below the original offering price. 

However, investigation of last year’s 
new issue experience disclosed substan- 
tial improvement over past records. 
While a large proportion of flotations 
broke their “pegged” prices, market 
action was far above average perfor- 
mance. A comparatively recent study, 
presenting a thorough analysis of un- 


To year 1935 ‘witnessed a defi- 


derwriting experiences during the years 
1924-32, made some interesting ob- 
servations. (‘This survey indicated that, 
for the nine year period, approximately 
77 per cent. of the volume of new 
offerings, or 79 per cent. of the number 
of issues floated, sold below their offer- 
ing prices within six months of the date 
of issuance.” With the removal of 
artificial support, the issues fluctuated 
in response to more ordinary market 
forces. 

Most of the limitations observed in 
the survey mentioned were followed in 
this examination. Only domestic cor- 
poration offerings, issued in amounts 
of $5,000,000 or more were considered. 
Issues maturing in a period of less than 
ten years were not included inasmuch 
as short and semi-short term securities 
normally show small variation in price. 
None of the obligations reviewed repre- 
sented exchange offerings, but were 
W. H. and Lasdon, Oscar. ‘The 
Market Action of New Issues—A Test of Syndi- 


cate Price Pegging,” Harvard Business Review, 
April 1934. 


1Steiner, 


Massachusetts 
Investors Trust 


ESTABLISHED 1924 


PROSPECTUS ON REQUEST 


MASSACHUSETTS DISTRIBUTORS, INC. 


General Distributors 
85 DEVONSHIRE STREET, BOSTON 


CHICAGO 


LOS ANGELES 





on eed eo 


ACCU TA RR ARR OS br 


EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, New York City 


securities actually sold to investors. 
However, the original study was limited 
to issues of $10,000,000 or more, listed 
on organized exchanges following their 
sale. This review, in addition, included 
issues, as yet unlisted, traded over-the- 
counter. The results, however, afford 
accurate comparisons. 

Observation of new issues for a “sea- 
soning” period of six months limited 
complete analysis to those obligations 
issued during the first nine months 
of (1935. During this interval the 
price range of thirty-eight issues, 
of the total amount of $969,200,000, 
was examined. Seventeen of this num- 
ber, or approximately 45 per cent., 
broke their offering prices while, in 
point of volume, $456,400,000 or 47 
per cent. declined similarly in the 
specified period. The table below 
classifies the experience of rail, indus- 
trial and utility groups. 


The 1935 results show a much 
smaller than average proportion of 
issues breaking their offering prices 
within the six months’ seasoning period. 
Also, with few exceptions, those issues 
which did “break,” recovered their 
loss in a short interval of time and 
soon sold at prices higher than those 
originally paid. 

It is apparent that utility obligations 
fared relatively worse than either the 
rail or industrial groups. However, 
this should not be taken to indicate that 
this type issue is relatively more vulner- 
able to market decline. On the con- 
trary, the experience of the utility 
group is more accurately representa: 
tive because of the fact that analysis 
was not confined to a handful of issues. 

Among the factors responsible for 
this improved showing are: 

1. The huge surpluses of funds avail- 
able for investment and the consequent 


Number $ Amount Breaking 
Type Number Breaking Per Amount Offering Price 
Issue of Issues Offering Price Cent. (000,000 omitted) 


Rail 2 33.3 $108.9 $ 24.5 
Utility 9 50.0 550.3 319.9 
Industrial 6 42.8 310.0 112.0 


BOE ie pts 38 17 44.7 $969.2 $456.4 


An examination of those issues of- heavy demand for investment securities 
fered during the final quarter of 1935, by both institutional and individual in- 
which have only been outstanding for vestors. Exceptionally favorable bond 
a period of three to five months, re- market conditions almost precluded 
veals the following results: underwriting failure. 


Number Amount Breaking 
Type Number Breaking Per Amount Offering Price 
Issue of Issues Offering Price Cent. (000,000 omitted) 


Rail = Re 
Utility 10 41.7 
Industrial 0 0.0 


10 35.7 
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2. The limited amount of obliga- 
tions available for purchase. Practi- 
cally all new issues arose out of refund- 
ing operations and did not represent an 
increase in the total supply of capital 
obligations. 

3. Most of the new issues were of 
high investment caliber. Seasoned obli- 
gations were merely being reissued at 
Jower coupon rates. 

4. Better judgment in the pricing of 
new issues by the underwriters. 

On the whole, investment banking 
institutions displayed commendable ac- 
curacy in the pricing and timing of new 
issues in 1935. 

—@- 


FIVE CHANGES IN COMMER- 
CIAL BANKING 


1. GREAT changes in the practice of cor- 
porate institutions with respect to 
finance operations indicate that at pres- 
ent we can not depend upon strictly 
commercial loans as the main source of 
earnings in our commercial banking in- 
stitutions. 

2. Many agencies established by the 
government as emergency organizations 
are still functioning and will have to 
continue to function until we as bankers 
take over the facilities now offered by 
these agencies wherever we can soundly 
do so. 

3. With the broadened facilities now 
available through the Federal Reserve 
System and the fact that public confi- 
dence in the safety of banks has been 
restored, there is no longer any need for 
banks to maintain such a high percent- 
age of liquidity, and bankers can adopt 
a broader, long-range viewpoint in deal- 
ing with their customers. 

4. The Banking Act of 1935 makes 
the improved real estate loan type of 
asset in the portfolios of member banks 
eligible as collateral with their Federal 
Reserve banks. First mortgage amortized 
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loans on real estate, which can be made 
under Title II, National Housing Act, 
are also particularly desirable, as there 
is no industry which can do more to 
stimulate employment and help in the 
stability of the country than the con- 
struction of homes. 

5. There should be co-operation be- 
tween all banks engaged in mortgage 
lending in order that this feature of 
banking service may be kept on a sound 
and proper basis—Robert V. Fleming, 
president, American Bankers Associa- 
tion. 


THE TOWNSEND PLAN 


THE plan is an expression of the false 
theory that more money in circulation 
necessarily brings an improved economic 
condition and a higher standard of liv- 


ing. It confuses the supply of money 
in circulation with real wealth and in- 
come. Its sponsors do not seem to un- 
derstand that a tax on transactions must 
be paid out of a national income and 
that the tax proposed in the plan would 
rest so heavily upon it that it could not 
carry the load—Economists’ National 
Committee on Monetary Policy. 





THE BANKERS MAGAZINE 


Here is an interesting and effective remodelling job done for the Harrisburg National 


Bank, Harrisburg, Pa., by the Tilghman Moyer Company of Allentown, Pa. The 


illustration below shows the two buildings owned by the bank before the fronts were 
torn out to make way for the completely remodelled building illustrated above. This 
operation gave much-needed extra space and modern facilities for the bank’s customers. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


RECENT DEVELOPMENTS 


POLITICAL events of exceptional gravity 
and importance have recently affected 
the financial ‘situation in several foreign 
countries. Japan has undergone a mili- 
tary uprising and a reconstitution of the 
cabinet in consequence; Italy and Ethi- 
opia have arrived at a truce for the 
consideration of peace proposals; Ger- 
many, in disregard of the Versailles 
Treaty and the Locarno Pact, has put a 
military force in the heretofore de- 
militarized Rhineland, which action has 
caused serious perturbations in France. 
And while the tension caused by events 
in Japan appears to have been consider- 
ably relaxed, the situation due to Ger- 
many'’s action remains uncertain, though 
the general opinion seems to be that war 
is not looked for in the immediate fu- 
ture. Realizing that existing condi- 
tions contain. explosive elements, Great 
Britain has materially added to the cus- 
tomary appropriations for defensive 
measures. 


GREAT BRITAIN 


Ir steel production may still be regarded 
as one of the most dependable barometers 
of trade, Great Britain has definitely 
emerged from the depression, as the pro- 
duction of steel for the twelve months 
of last year was not only far in advance 


of the pre-war output, but the highest 
on record. In 1913, the highest for any 
pre-war year, production was 7,663,876 
tons, and for the twelve months of last 
year, 9,842,400 tons. 

Will the British Isles be depopulated? 
This sensational question is prompted by 
some figures recently published in The 
Economist. On certain assumptions, 
which that publication does not consider 
as alarmist, the population of England 
and Wales, now placed at 40,563,000, 
will decline by 2035 to 4,426,000. This 
study estimates that by 1965 the present 
proportion of people over the age of 
sixty years will have doubled while the 
proportion of children will have fallen 
to less than one-half. 

If this tendency shall persist—that of 
population to decline at the astonishing 
rate indicated—the theory of Malthus, 
that the increase in population outruns 
the increase in production, will be re- 
versed. 

The Economist does not pursue its 
study far enough to speculate what 
other races may invade the British Isles 
when they shall have been stripped of 
their present inhabitants. 

Shipbuilding constitutes one of this 
country’s major industries, and while of 
late it has undergone some revival, the 
record is still far from satisfactory. In 
1924 the mercantile tonnage under con- 
struction was 1,297,000 gross tons; by 


BANKERS INVITED 


FOREIGN BANKS ARE INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 
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54% of all collections on Guayaquil are handled by our Bank. 


1932 this had declined to 225,000 gross 
tons. From this time a recovery set in, 
the figures rising to 332,000 gross tons 
in 1933, to 597,000 gross tons in 1934, 
and to 743,000 gross tons in 1935. 

It appears from statistics compiled 
by the Board of Trade that the United 
Kingdom has attained the position of 
a creditor on international payments 
account, the first time since 1930. The 
figures indicate a credit balance of 
£37,000,000, but they are partially esti- 
mated, and may be subject to a con- 
siderable degree of revision. In the 
opinion of The Economist they do not 
warrant any restriction on the existing 
policy in regard to foreign lending. 

The Monthly Review of the Midland 
Bank contains a review of a century's 
progress in “The Development of Mone- 
tary Principles and Practice” by the 
Right Hon. R. McKenna, chairman of 
the bank. After reviewing the progress 
made, Mr. McKenna reaches this con- 
clusion: 

“The long striving after safe and effi- 
cient money raises the question whether 
the problem is yet finally solved for all 
time. I do not think so. For one thing, 
the indices which must serve .as guides 
to monetary management by credit con- 
trol are complicated, and perhaps not 
all of them are yet apprehended by even 
the acutest economist. Again, new con- 
ditions both national and international 
will arise which will call for further 
adaptation and development of our 
monetary system. The old problem of 
metallic money debasement by clipping 
350 


was solved well over two hundred years 
ago by a Frenchman’s ingenious device 
of the milled edge; the succeeding cen- 
tury was occupied with the task of regu- 
lating paper money; the progress of the 
last hundred years has developed a 
nation-wide machine, centrally operated, 
for regulating a still newer form of 
money—bank deposits. We cannot tell 
what the future may bring, but our im- 
mediate task is to use this machine in 
such a way as to assist the steady up- 
ward trend in the standard of living 
which the immense advance in produc: 
tivity has happily brought within our 
grasp.” 


FRANCE 


AN extensive review of the present eco- 
nomic situation in France appeared in 
the February issue of Lloyds Bank 
Limited Monthly Review, the author 
being Frédérick Jenny, financial editor 
of Le Temps. 

Admitting that unemployment had 
been increasing since last autumn up to 
January 25, 1936, it is claimed that this 
increase gives an incomplete picture of 
the situation. For example, it is shown 
that while from the end of September, 
1934, to January 25, 1935, the number 
of persons wholly unemployed had risen 
by about 150,000, but for the similar. 
period up to January 25, 1936, the in 
crease was only about 100,000. The 
reminder is made that the official return 
of unemployed now represents a far 
large proportion of the people actually 
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unemployed than was the case a few 
years ago. 

Turning to the activity of trade and 
industry, the study shows a fall from 
an average of 107 in 1933 to 95 at the 
end of November, 1935. But in May, 
1932, the figure was as low as 92, after 
which there was a gradual rise. It is 
stated that while the general economic 
level in France is still low, a not incon- 
siderable recovery has taken place in 
recent months. 

Prices, both wholesale and retail, have 
been falling for some time, but have 
shown some recovery since the summer 
of last year. 

On the proposal to devalue the franc, 
M. Jenny expresses decided opinions. 
After stating that in former times dis- 
parity in prices did not hinder inter- 
national trade, he says: 


“Precisely the same state of affairs 
would prevail now, if trade were not 
everywhere impeded by customs barriers 
and by government interferences with 
foreign remittances. The whole trouble 
is here. Foreign trade has literally been 
debased to a primitive system only pre- 
viously known in ages of barbarism. 
This, beyond all doubt, constitutes a 
major and a growing danger for inter- 
national peace, and one which politicians 
easily disregard. Tampering with the 
currency will afford no remedy whatso- 
ever for this radical evil.” 


Serious as the budget situation is ad- 
mitted to be, M. Jenny calles attention 
to the reduction of the ordinary budget 
by the Laval Cabinet from 48 milliards 


Inquiries and correspondence invited. 


of francs in 1935 to less than 4014, 
milliards for 1936. 

The author of this interesting survey 
of the economic situation in France 
calls attention to the fact that French- 
men have become distrustful, and are 
now hoarding instead of lending. He 
expresses the belief that if political ap- 
prehension could be removed a large 
proportion of the hoarded funds would 
return to the money market. He finds 
the position of the banks highly liquid, 
and points out that in the unlikely case 
of a run on them they could easily meet 
all demands by rediscounting at the 
Bank of France. 


POLAND 


For the year 1935 Poland’s foreign 
trade showed an increase of more than 
60,000,000 zlotys in imports and a 
decrease of about 50,000,000 zlotys in 
exports. Imports in 1935 were of the 
value of 859,626,000 zlotys and ex- 
ports 934,815,000 zlotys. 


Dr. Henry Gruber, president of the 
Postal Savings Bank of Poland, who 
visited the United States recently, re- 
ports that the bank closed the year 1935 
with marked activity in all departments. 
Total savings rose 58,100,000 zlotys 
over that of 1934, amounting at the 
end of 1935 to 679,300,000 zlotys. 
The number of depositors increased 
417,000 to a total of 1,900,000. Since 
1928 the number of depositors and the 
amount deposits has increased more 
than tenfold. 
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GERMANY 


REVIEWING Germany’s economic situa- 
tion, the Reichs - Kredit-Gesellschaft 
Aktiengesellschaft, of Berlin, finds that 
during the second half of 1935 the 
volume of production for the first time 
exceeded that of the period 1928-29, 
hitherto the best years since the war. 
At the same time, the number of 
workers and salary earners employed 
has risen to a total of about 17 mil- 
lions, while unemployment has fallen 
to less than a third of its magnitude 
during the slump. This is largely due 
to the conscious and deliberate economic 
policy of the government, which has 
combined a comprehensive application 
of public investments with a vigorous 
use of the community’s credit reserves. 
The result has been a fundamental 
and striking increase in the employment 
of Germany’s productive resources. 

This principal aim having been at- 
tained, the vital task remains of main- 
taining and securing the high level of 
production and employment now exist- 
ing. For this purpose great importance 
must be attached to the building up of 
private initiative and enterprise, in 
accordance with the general structure 
of Germany's present economics. The 
healthy continuance of the upward 
movement can best be realized by sub- 
stituting an increasing use of private 
investments for the public unemploy- 
ment program which is now gradually 
coming to an end. 

In the view of this report, Germany’s 
most vital need is the maintenance of 
an adequate supply of raw materials, 
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and to pay for increased imports larger 
exports are essential. 


ITALY 


PRECEDING the lull in the hostilities be- 
tween Ethiopia and Italy, an announce- 
ment was made that the leading banks 
of Italy had passed from private owner: 
ship to the control of the Government. 
In the absence of further details, it is 
not known whether this means the com- 
plete nationalization of banking, or 
only a moderate step in that direction. 


DENMARK 


Exports of agricultural products in 
1935 were greater by 2,000,000 Kr. 
than in 1934, but imports were greater 
by 8,000,000 Kr. The result was an 
excess of exports of 729,000,000 Kr. 
in 1935 against 735,000,000 in 1934. 
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INTERNATIONAL BANKING 
NOTES 


MIDLAND Bank LimiTep. At the anv 
nual meeting on January 29, the chair: 
man, Rt. Hon. Reginald McKenna, in 
taking note of the fact that this year 
marks the bank’s centenary, said: 

“We can look back this year on @ 
century of banking history. In 1836, 
a year prolific in banking formations, 
the Birmingham and Midland Bank, 
with a paid-up capital of less than 
£50,000, started business in an office 
in Birmingham; another bank on 4 
larger scale, the London Joint Stock 
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Bank, was established in Coleman 
street; while a third, the North and 
South Wales Bank, was born in Liver- 
pool. How many other banks, some 
older and some not so old, have con- 
tributed to the growth of the Midland 
Bank of today, it would take too long 
to tell. A like evolution is 
common in its main features to all the 
great English banks, making the de- 
velopment of a safe and efficient bank- 
ing system one of the outstanding 
achievements of the nineteenth cen- 
tury.” 

The chairman announced that there 
had been during the year a continua- 
tion of the recovery to profits, and that 
deposits and advances had increased. 
Net profit for the year was £2,353,000, 
to which was to be added the amount 
brought forward, making a total of 
£3,225,000 available for disposal. 


District BANK LIMITED (Manchester, 
England). At the 106th annual gen- 
eral meeting, January 24, the chairman, 
Sir Christopher Needham, reported 
that the net profit for the year after 
payment of all expenses, including di- 
rectors’ fees, and after providing for 
bad and doubtful debts, contingencies, 
and income tax, amounted to £419,589. 
Hitherto it has been the practice of 
the bank to deduct from profits income 
tax only on the portion of profit which 
was not distributed in dividend and 
consequently to show the dividend 
gross. On this occasion profits were 
arrived at after providing for all in- 
come tax, including income tax on 
dividend, and it was proposed to fol- 
low that procedure in the future. 
In 1934 the bank showed a profit of 
£430,229, but the comparable figure 
adjusted on the basis of this year’s 
profit would have been £352,019. 
After appropriating £50,000 for pen- 
sions and annuities and £40,000 for 
bank property there remained a sum of 
£261,103 to carry forward, or £10,830 
more than a year ago. 


NATIONAL PROVINCIAL BANK LIMITED. 
The annual meeting was held on Janu- 


353 


ary 30, and from the report it is 
learned that deposits increased during 
the year by £5,378,520, and bills dis- 
counted by £468,246. Advances showed 
a slight decrease. The profit statement 
showed an increase of £21,677. The 
dividend was maintained at 15 per 
cent., £100,000 allocated to bank prem- 
ises account, £100,000 to pension fund, 
and £922,406 carried forward, an in- 
crease of £43,525 as compared with 
the preceding year. 
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CENTENARY OF THE WEST- 
MINSTER BANK LIMITED 


From the “Review,” published by this 
bank, is taken the following extract 
from an address by Hon. Rupert E. 
Beckett, chairman, relating to the cen- 
tenary of the establishment of the 
Westminster Bank. 

“I cannot conclude without saying 
a few words on the Centenary of the 
bank’s foundation. The actual anni- 
versary date is in August next, and 
by that time I hope there will have 
been compiled and published a history 
of the bank throughout the hundred 
years of its existence. The preparation 
of this history is in the capable hands 
of Professor Gregory, and I have no 
doubt that the result of his work will 
be a volume of outstanding interest, 
not only to those immediately con- 
cerned with this bank but to the public 
at large. We have marked the occa- 
sion as one of rejoicing by making an 
extra distribution to shareholders and 
gifts to present and past members of 
our staff in all grades and in all de- 
partments. ‘That is as it should be. 
But where I see an even more justifiable 
cause for rejoicing is in the fact that 
after the vicissitudes of a hundred 
years our institution occupies a posi- 
tion of unquestioned strength and 
soundness, of which we are all entitled 
to be proud. 

“It is an occasion upon which I may 
perhaps be allowed to indulge in rem- 
iniscence. ‘I myself have seen 45 
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years of banking, during which the 
gradual evolution of our banking sys- 
tem has been an experience of absorbing 
interest. I first joined up as a banker 
with a small private banking firm 
whose liabilities to the public were no 
more than £5 million, though we may 
be said to have been mellowed by 
time even then, for we had been going 
as a family concern for 140 years. To 
me personally, it is curious that one of 
our favorite aphorisms should be di- 
rected to the iniquity of owing money, 
because ever since I came to man’s 
estate I have never owed less than 
£5 million, and now owe, or rather 
am responsible for, no less than £322 
million of other people’s money. 
Whether this liability has made me a 
better or a worse citizen than my 
neighbors is not for me to judge. 


“Banking practice in the old days 
formed many intimate relationships, and 
in that respect had much to commend 
it, but I am bound to admit that there 
were many failures among the private 
banks. ‘They were to a large extent 
owned and managed by the country 
squire type of person, whose interests 
in life were centered more perhaps on 
his farms and his horses and hounds 
than on his bank, and who was not 
averse to granting himself a substantial 
overdraft on altogether inadequate se- 
curity should he feel the urge that his 
stables needed replenishing. Even if 
his own private accounts were in order, 
many of his advances were on a per- 
sonal rather than on a business basis, 
and afforded no margin of security for 
adverse times. 


“The private bank was succeeded for 
the most part by the local joint stock 
bank, which usually was founded on 
and embraced some private businesses. 
The inadequacy of the small unit in 
banking became manifest in the great 
industrial expansion of the late Vic- 
torian era. This expansion demanded 
the importation of an ever-increasing 
volume of commodities and raw materials, 
and the seasonal acceptances which the 
banks were called upon to give on 
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behalf of their customers for the im- 
portation, for example, of the Ameri- 
can cotton crop or the Australian wool 
clip taxed their resources to the utter- 
most. I once heard it given in evi- 
dence before a committee of inquiry 
that one local joint stock bank was 
regularly required to give seasonal ac- 
ceptances exceeding in amount the total 
of its deposits! 

“The concurrent change-over from 
the private trading firm to the private 
or public limited company did a great 
deal to alter the relations of customer 
and banker. In the days of the private 
trading firm, the visit of the partner to 
the bank, bearing his private ledger, 
was an annual affair treated by both 
parties as a great occasion. The very 
bones of his business were laid bare, 
its technical side was thoroughly ex- 
plained, and confidential plans for the 
future were discussed. It was seldom 
that the complete and reliable informa 
tion given to the banker did not enable 
the latter to promise adequate support. 
But the coming of the limited com 
pany altered all this. Having turned 
over his business to a company, the 
proprietor was inclined to send his 
accountant and auditors to do the job 
of bearding the banker. The accounts 
were then produced in a very different 
form, and a less satisfactory one from 
the point of view of the banker seeking 
information. Instead of being allowed 
to browse through the private ledger, 
where all sorts of interesting facts 
might be gleaned, he had to be content 
with the methods of company account: 
ancy, which, though strictly correct, 
appeared to be designed to give as 
little information as possible whereon 
the banker could form his judgment. 
In those days, the man of figures could 
give little or no information as to the 
technical side of the business, and 
thought he had completed his job when 
he had browbeaten the banker about 
charges. Then the company habit fre 
quently produced hidden dangers which 
did not make themselves manifest per 
haps for some time. The proprietor, 
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being on the point of retirement, and 
wishful to make provision for his wife 
or daughters, would create debentures 
over the business, and leave the ordi- 
nary shares to the sons or relatives 
who would carry on the business. I 
have seen many such companies brought 
to an untimely end by the weight of 
the family \fixed charges, the burden of 
which could not be borne when times 
were adverse. 


“In course of time, the private com- 
pany became a public company, obtain- 
ing its necessary finance by public 
issue, and the experiences of the public 
companies, with the benefits of larger- 
scale working, led naturally to the 
evolution of the combine, whose ad- 
vantages—economical buying, concen- 
tration of overhead charges, facilities 
for conducting research work on an 
adequate scale, and the lessening of 
competition—resulted in a cheapening 
of production and a consequent increase 
of profits. Big business required big 
banks, whose gathering grounds were 
of such extent that they would not be 
incommoded by large demands in one 
particular area, as their resources were 
sufficient to take any seasonal strain. 
So the amalgamations of the banks be- 
came an integral part of modern in- 
dustrial development, and we now see 
the business of these islands, with its 
ramifications all over the world, being 
conducted, on its financial side, by the 
comparatively few banks of today. 
Amalgamations among the banks have 
produced a higher standard of tech- 
nique than existed, or indeed was 
needed, at the beginning of this cen- 
tury, and have resulted in a degree of 
safety for the depositor which enables 
him to sleep soundly in the knowledge 
that the bank will be ready and able to 
pay him his money on demand. 

“Throughout this evolutionary proc- 
ess, British banking has ever been the 
handmaid of commerce, expanding its 
units as commercial and industrial units 
have expanded. Some are to be found 
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who ascribe to the banks the powers 
of a dictatorship, with energies con- 
centrated on the advancement and en- 
richment of the few. That is moon- 


shine. ‘The proprietors of the banks, 
the shareholders, are thousands in num- 
ber. In the case of our own institution, 
if this bank does well, more than 50,000 
people benefit, and those in charge of 
its destinies have as their supreme goal 
the safety of the funds entrusted to 
them, the confidence of shareholders and 
depositors, and the keeping of absolute 
faith with all.” 


-©- 
NO TOOLS 


“CAN'T you get into a business more 
profitable than begging?” 

“Well, I would like to open a bank 
only I ain’t got the tools.”.—Wéindsor 
Star. 





Praise for “Mexico Today” 


ANY letters commending the 
article on “Mexico Today,” 


published in the January issue 
of THE BANKERS MAGAZINE, have been 
received, and from them are taken some 
extracts, published below: 


Rafael de la Colina, Consul General of 


Mexico. 


I have read with great interest the 
survey of Mexico, which you make in 
the January issue of THE BANKERS 
MacazINE. I believe it to be an out- 
standing contribution to make Mexico, 
in its different aspects, better known to 
the bankers and business men of the 
United States, and permit me to express 
to you my congratulations for your ex- 
cellent work. 


F. Alatorre, General Agent, National 
Railways of Mexico. 


I duly received a copy of your maga- 
zine, January issue. . . . Permit me to 
congratulate you on the very fine article 
on Mexico appearing therein. 

Percy Johnston, Chairman, Chemicai 
Bank and Trust Company, New 
York. 

I think the articles you have been 
writing in regard to Mexico are very 
excellent. 

Vavasour Noel, in “Mexican 
News Digest,” Mexico, D. F. 

Special attention is given to Mexico 
in the January issue of the dean of the 
financial publications in the United 
States, the solid and dependable Banx- 
ERS MAGAZINE now in its ninetieth 
year. Elmer H. Youngman, its editor 
for forty years and an internationally 
known financial writer, was in Mexico 
for over a month in a personal survey of 
the field. 

The subjects treated covering forty- 
seven pages and including many excel- 
lent illustrations are: political stability, 


John 
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present economic situation, banks and 
banking, leading cities of Mexico and 
Mexico as a tourist resort. The section 
on banks and banking is especially com- 
plete with valuable information on the 
leading financial institutions and savings 
banks. This is exceedingly good pub 
licity for Mexico and gives the outside 
business world an appreciation of the 
fact that the financial structure of 
Mexico is substantial and that its banks 
are sound and well managed and care 
fully supervised in the public interest 
by the Mexican Government. 


Jerome S. Hess, New York. 


The Mexican section of THE BANK 
ERS MAGAZINE looks very interesting. 


Hon. Josephus Daniels, American Am- 
bassador to Mexico. 

I have read the article with interest, 
and feel that such publications will in- 
crease the interest of Americans in this 
country and induce many to visit 
Mexico during this coming year. The 
Mexicans owe you a debt of gratitude 
for this magnificent presentation of their 
country. 


Mrs. Maud B. Pattin, Mexico, D. F. 

The story is certainly splendid, and 
I'm sure will go far to further stimu 
late interest in and friendship for this 
beautiful country. 


Fred E. Clarke, Southwestern Passenger 
Agent, Baltimore and Ohio Rail 
road Company, Dallas, Texas. 

I have read the story about Mexico 
with a great deal of interest. 


John B. Glenn, New York Agent, Banco 
Nacional de Mexico. 


I wish to compliment you very highly 
on your article “Mexico Today,” ap 
pearing in the January BANKERS MAGA 
ZINE. 








for the Banker 
who wants Information 


on CANADA... 


the Bank of Montreal possesses— through its nation- 
wide system of branches — unexcelled sources for 
obtaining data on all phases of Canadian business life. 
Enquiries are invited, and may be addressed 
to the Business Development Department, 
ails at the Head Office of the Bank in Mon- 


treal, or to any of the United States offices. 


BANK OF MONTREAL 


Established 1817 


NEW YORK: 64 Wall Sr. _ CHICAGO: 27 South La Salle St. 
SAN FRANCISCO: Bank of Montreal (San Francisco) 333 California St. 


Current Conditions in Canada 


Montreal, dated March 23, sum- 
marizes conditions in Canada as 
follows: 

“The advent of warmer weather has 
given a stimulus to the distribution of 
merchandise, and with better marketing 
opportunities rural purchasing has in- 
creased, being now better than a year 
ago. Evidences of increasing business 
Vitality are a growing volume of foreign 
trade, improved industrial conditions as 
reflected in the statements of leading 
corporations, and a moderate revival of 
interest in securities for investment pur- 
poses. The newsprint industry produced 

221,569 tons in the month of February, 
an increase of 41,264 tons or 22.9 per 
cent. over the corresponding month of 
1935, while in the first two months of 
the year production rose from 382,264 to 
449,524 tons, an increase of 17.6 per 
cent. Other developments suggest a 


Tx monthly letter of the Bank of 


better outlook for this industry, though 
formidable difficulties are still to be over- 
come. Pig iron production in the 
Dominion at 55,751 tons in February 
was under that of the previous month, 
but substantially higher than the volume 
in February, 1935, while the output of 
steel ingots and castings totaled 93,365 
tons during February as compared with 
100,225 tons in the next preceding 
month and 56,000 tons in February, 
1935. January sales of new motor 
vehicles at 5,544 units were 60 per cent. 
higher than in January of last year and 
160 per cent. over the total of January, 
1934. The problems of unemployment 
relief continue to be a perplexing factor 
in the general economic situation, but the 
employment index in February, after 
correction for seasonal influences, was 
higher than in any month of last year 
and higher than in any like period since 
the spring of 1931. 
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Surveying general conditions in the 
Dominion, the March Monthly Commer- 
cial Letter of the Canadian Bank of 
Commerce finds business activity about 
10 per cent. higher than a year ago. In 
the first month of this year export trade, 
as compared with the first month of 
1935, gained by more than 20 per cent. 
and steel production by 68 per cent. 
Expansion in these and some other direc- 
tions has been to some extent offset by 
a slight recession in manufacturing and 
in retail trade. A favorable element in 
the situation is the improvement in in- 
come from the sale of products of the 
farm, an improvement which was espe- 
cially notable in the last quarter of 1935. 

From a low level of prices of animal 
and field products, reached in the winter 
of 1932-33, and of farm income and pur- 
chasing power for the twelve months 
ending with March, 1933, prices rose to 
58 per cent. of the 1926 level in the case 
of field products, and 78 per cent. for 
animals and their products. 

Total bank credit in Canada increased 
during 1935, an increase in holdings of 
Government securities being the major 
factor in the gain, but during most of 
the past year there was also a rise in 
commercial loans. 

It is the opinion of this bank that the 
course of business during the next few 
months will be largely dependent upon 
the export trade of the country. 


* * * 


The importance of mineral production 
is noted by the March publication of the 
Royal Bank of Canada. In 1929 the 
production of minerals amounted to 
nearly one-sixth of the total of primary 
production, and during the depression 
production in this line was not so great 
as in the case of other industries. Dating 
from 1932 mineral output showed 
greater recovery than in any other in- 
dustry. It is regarded as probable that 
complete statistics for 1935 will show 
that the value of mineral production 
amounted to some 20 or 25 per cent. of 
the country’s total primary production. 
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Gold production in 1935 had a value 
of $115,798,000, about $48,000,000 of 
this amount being due to increased valua- 
tion of the metal. 


* * * 


From a study of unemployment in 
Canada, the February Monthly Review 
of the Bank of Nova Scotia finds that 
the average number of wage-earners em- 
ployed in Canadian industry (agricul- 
ture and public services excluded) was 
1,746,000 during the past year, com 
paring with an average of 1,514,000 in 
1933, and 1,999,000 in 1929. While 
the average monthly working force was 
greater by 230,000 than in 1933 (the 
low point of the depression), it was 
250,000 smaller than in 1929. Even 
should the figures of 1929 be reached, it 
would not necessarily end unemploy- 
ment, owing to the growth of the em 
ployable force in the meantime. 


~©- 
THE U. S. BOND ACCOUNT 


In order to find out how bankers in his 
district feel about Government bonds 
R. Crosby Kemper, president of the City 
National Bank & Trust Company of 
Kansas City, Missouri, sent out a 
questionnaire to 1000 selected bankers 
throughout the Kansas City territory. 
The replies established a “group judg: 
ment” on the bond market and bank 
investment policies. Among other things 
it was found that: 


19 per cent. of a bank’s deposits on the 
average today were in U. S. Government and 
Government-guaranteed notes and bonds. — 

34 per cent. of those bonds matured in 
1940 or before. 

32 per cent. of the country bankers im 
tended to increase their short terms and 
decrease their long terms. 

73 per cent. felt that the Government bond 
market would break soon. 

38 per cent. were of the opinion that, on 
the present market, high-grade municipels 
should be sold. 

92 per cent. indicated that they expected 
business in their community to show a de 
cided improvement in 1936. 
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Chicago Banks Progress 


By F. L. Garcia 


Statistician, Hoit, Rose & Troster. 


by leading Chicago banks during 
1935 is worthy of special mention. 

Six of the largest banks showed an 
increase in capital funds of $8,416,000 
for the year, reflecting large recoveries 
and security profits in addition to op- 
erating earnings. This increase was 
after provision for $1,700,000 in com- 
mon stock dividends, indicating net 
common earnings of $10,116,000, or a 
return of 15.6 per cent.*on common 
capital. In addition, reserves of five 


To. substantial progress achieved 


of the institutions rose $8,529,000. 

The feature of the year’s operations, 
however, was the huge rise in deposits. 
Gross deposits of the six banks crossed 
the $2!4 billion mark, totaling $2,527,- 
643,000 as of December 31, 1935, com- 
pared with $2,106,692,000 December 


31, 1934 and $1,646,228,000 Decem- 
ber 31, 1933. For 1935, the increase 
was $420,951,000 or 20 per cent.; and 
for 1934, $460,464,000, or 28 per cent. 
Thus, the average ratio of deposits to 
capital funds rose to approximately 
16:1 at the close of 1935. 

On a percentage basis, the largest 
increase in deposits among the “Big 
Five”. Loop banks was shown by the 
City National Bank & Trust Company. 
This institution gained $24,390,000 in 
deposits for 1935, or 25 per cent. 
Since opening for business on October 
6, 1932, the City National’s deposits 
have risen from $73,364,000 to $121,- 
481,000, or 66 per cent. The fine 
liquidity maintained is indicated by the 
following December 31, 1935 ratios to 
deposits: Cash, 55.9 per cent.; Gov- 
ernment Securities, 20.5 per cent.; 
“Other” Securities, 7.8 per cent.; Loans 
and Discounts, 20.9 per cent. The in- 
stitution enjoyed excellent earnings dur- 
ing 1935, capital funds increasing 
$323,000 and reserves, $198,000. 

The Continental Illinois National 
Bank & Trust Company, largest of the 


“Big Five,” indicates a gain of $196,- 
831,000 in deposits, or 23.9 per cent., 
for 1935. Gross deposits crossed the 
billion dollar mark, totaling $1,021,- 
314,000 at the close of 1935, compared 
with $824,484,000 December 31, 1934, 
and $629,944,000 December 31, 1933. 
Deposits were invested as follows at 
the close of 1935: Cash, 30.8 per 
cent.; Government Securities, 55.4 per 
cent.; “Other” Securities, 4.5 per cent.; 
Loans and Discounts, 18.6 per cent. 
Capital funds showed a net increase of 
$1,406,000 for 1935 and in addition, 
reserves rose $7,500,000. 

Harris Trust & Savings Bank 
showed a 19.8 per cent. increase in 
deposits for the year, total deposits 
reaching $188,594,000, compared with 
$157,472,000 December 31, 1934, and 
$133,893,000 December 31, 1933. De- 
posits showed the following alloca- 
tion at the close of 1935: Cash, 32.6 
per cent.; Government Securities, 30.6 
per cent.; “Other” Securities, 26.3 per 
cent.; Loans and Discounts, 19.9 per 
cent. Excellent earnings are indicated 
for 1935: Capital funds rose $741,000, 
after providing for $390,000 in divi- 
dends, indicating net earnings of $1,- 
131,000. Reserves in addition in- 
creased $383,000. 

Deposits of Northern Trust Com- 
pany showed a 17.2 per cent. increase 
for 1935, gross deposits aggregating 
$300,313,000 December 31, 1935, com- 
pated with $265,200,000 December. 31, 
1934 and $199,545,000 December 31, 
1933. Deposits at the close of 1935 
were invested as follows: Cash, 22.6 
per cent.; Government Securities, 53.9 
per cent.; “Other” Securities, 20.9 per 
cent.; Loans and Discounts, 8.4 per 
cent. The. past year was very pros- 
perous for the institution, net earn- 
ings being indicated at $856,000, and 
reserves in addition increasing $430,000. 

First National Bank’s deposits rose 
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The Orange Savings Bank, Orange, N. J. 


$115,132,000, or 15.4 per cent., for 
1935. Deposits totaled $860,410,000 
December 31, 1935, compared with 
$745,277,000 December 31, 1934 and 
$582,865,000 December 31, 1933. The 
highly liquid condition has been main- 
tained, cash at the close of 1935 to- 
taling 41.3 per cent. of deposits; 
Government Securities, 34.7 per cent.; 
“Other” Securities, 7.8 per cent.; Loans 
and Discounts, 21.8 per cent. Indi- 
cated profits were excellent; capital 
funds rose $5,429,000 after providing 
for $750,000 in common dividends, in- 
dicating net common earnings of $6,- 
179,000. 

American National Bank & Trust 
Company, the largest bank outside of 
the “Big Five,” showed a 35.8 per 
cent. increase in deposits for 1935. 
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Charles A. Holmes (formerly 
with Holmes & Winslow) was the architect. 


Gross deposits totaled $35,531,000 
December 31, 1935, compared with 
$26,168,000 December 31, 1934 and 
$15,102,000 December 31, 1933. Capi 
tal funds rose $201,000 for 1935, after 
providing for common dividends of 
$20,000, indicating net common earn 
ings of $221,000. Reserves also im 
creased $18,000. Condition continues 
to be highly liquid, as the following 
ratios to deposits indicate (December 
31, 1935): Cash, 41.2 per cent; 
Government Securities, 33.5 per cent.; 
“Other” Securities, 15.2 per cent; 
Loans and Discounts, 17.5 per cent. 

With their high deposit leverage and 
excellent liquidity, Chicago banks are 
particularly well prepared to partic 
pate in further credit expansion @ 
business recovery continues. 





ADVERTISING AND PUBLIC 
RELATIONS 


Edited by Malcolm Davis 


Amnesia Victim 


HIS is the unfortunate story of 
T: once brilliantly capable banker. 

It was a proud day, many years 
back, when he got his first job in a 
bank. It mattered not that he was 
then the lowest paid employe nor that 
he was barely able to make both ends 
meet. The “Bank” was stimulation 
enough to carry him over the low 
spots—it was sufficient that he was a 
part of a symbol of prestige, power 
and social position. 

He labored over text books at night. 
And worked harder during the day. 
He was always on hand to do extra 
tasks—to help the other fellow. Slowly 
the panorama of banking spread before 
his mind’s eye and he grew to love the 
grand economic force that he was so 
painfully learning to master. In due 
time he became an officer and was 
regarded as extraordinarily capable. 
From a small bank in a small town he 
went to a large bank in a large city. 
He absorbed responsibilities easily, no 
matter how fast they were thrust upon 
him. His many friends acclaimed his 
genius in judging people. His asso- 
ciates were equally quick to praise his 
abilities. 

Being inherently honest himself, he 
felt that banking could do no wrong. 
With other men of his type, he de- 
cried the “borderline” banker but felt 
that, on the whole, banking had less 
of the “borderline” crowd than any 
other business. Having mastered the 
intricacies of banking through long 
years of study and practice, he felt that 
his bank with its record of performance 
built over the years—with its known 
fairness to depositors, borrowers and 
stockholders alike— was immune to 
public criticism. Knowing as he did 
the inside of the bank’s operations and 
the sorndness of its policy, he accepted 


things as a matter of course. The 
people he knew had confidence in him 
and he naturally supposed that their 
feelings were the feelings of the entire ; 
community. It never occurred to him 
to question public sentiment because 
he had never lost his pride in being a 
banker—had never lain awake nights 
battling an uneasy conscience. He felt 
so alive with the knowledge that he 
was doing a good job and that the 
bank was a vital force in the city’s 
growth that any thought reversing that 
feeling was unbelievable and repulsive. 

During the depression, though, 
troubles piled up thick and fast. 
People were no longer friendly. On 
one nightmarish day long lines formed 
and bunched at the tellers’ windows. 
He knew the bank was sound and 
capably managed. He knew this so 
completely that when he went and 
talked to the people assembled, they 
listened and believed and went away. 
But banking as a whole was under fire. 
Bankers were called brigands—Shylocks 
—nearly everything unpleasant. Bank- 
ers were blamed for the depression— 
blamed for holding back recovery—for 
having people’s money while the people 
had none—for causing starvation and 
misery. All these things were untrue 
and he knew them to be untrue. But 
his explanations, while perfectly clear 
to other bankers and the more intelli- 
gent business men, fell flat as a pave- 
ment on less accustomed ears. 

Our banker friend labored long 
hours which added to the strain he had 
already placed on his physical being 
during the long years of patient 
struggle that had given him a mastery 
of banking. It was too much. One 
day he had a stroke. For days there- 
after he lay in a coma. When con- 
sciousness did return he was a changed 
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man. His mind blankly refused to 
function along banking lines. It re- 
fused to understand even the minor 
prificiples of banking. Following long 
months of slow recovery he was able 
to make another start in a small mer- 
chandising business. Not being very 
strong he could only work just so long, 
and the business never grew very much 
although it kept him and his family 
moderately comfortable. 


He became, as far as banking was 
concerned, just a small business man 
whose knowledge of banking was vir- 
tually nil. He managed to recover 
enough of his lost understanding so 
that he could draw checks and make 
deposits and look for the interest added 
to his cherished savings account. He 
didn’t see, though, why the interest 
got smaller but he couldn’t do anything 
about it. 


His old banking associates slowly 
dropped away from him because he 
was always pestering them with silly 
questions. Questions, that at one time, 
he knew more answers to than they 
did. But he was never sure that his 
money was safe. He figured the bank 
safer than the mattress, but how did 
he know what they were doing to his 
money—how could he be sure that he 
could get it whenever he wanted it? 
He knew of folks who hadn’t ever got 
their money and that bothered him 
quite a bit. His mind never did rest 
easy on this point until the FDIC came 
along, and while he couldn’t under- 
stand what it was all about he knew 
the Government had something to do 
with it and the Government was pretty 
big. 

He couldn't understand about the 
service charge, either. In querulous 
voice he’d point out that big corpo- 
rations had hundreds of times more 
money than he had on deposit, and 
they weren't charged service charges. 
He argued that it must be very difficult 
to take care of all that money whereas 
his little account must be hardly any 
trouble at all. He never did recall 
the answer to this one. 


One day he wanted a little loan 
with which to buy some merchandise 
he was sure he could sell, only the 
bank wouldn't extend the loan. He 
remarked that he'd heard the bank 
wanted to make loans and the bank 
said this was true but that they had 
to consider the safety of their deposi- 
tors first. This had a familiar sound, 
but he thought it funny because he 


thought the FDIC was making de 


posits safe. Furthermore he read where 
the bank charged off a million dollars 
or so in big loans and his small loan 
certainly looked better to his way of 
thinking than the big loans that had 
to be charged off. 


It seemed to him that the bank 
would do better by making a lot of 
little loans which would help small 
business. All of the little loans couldn't 
go wrong and so the bank, too, would 
be better off than it would in taking 
chances on big loans. But he knew 
he wasn’t a banker any more and 
there wasn’t much he could do about 
it except to recognize. that he felt a 
vague, continuing sense of injustice 
against the bank. 

And he never recalled the answers 
to these things, either. He spent the 
rest of his life lost in misunderstanding 
of banking. The bank charged off 
large loans and couldn't even let him 
have a small one when he knew he 
could sell the merchandise. And the 
bank didn’t service charge the big fel- 
lows but took it out on the small ones. 

It was too bad, because had he been 
able to recall even a little bit of his 
knowledge that he had acquired through 
long years of application, understand: 
ing would have been a simple thing. 
As it was, he just drifted along like 
any ordinary person—a person spend 
ing his life trying to scare up a living 
and who not only knew little about 
banking but cared less except as the 
bank did things for him or didnt 
do things for him. He never recalled 
the exact reasons for either the doing 
or the not doing. 

A sad thing, amnesia. 
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Bank Advertising at Work 


Looxs as though it was Leap Year 
again, and The First National Bank 
and Trust Company (New Haven, 
Conn.), leaped at the chance to ask 
“What Will You Do with the Extra 
Day?” Copy goes on to inquire if you 
are using “every possible facility of 
The First National's complete banking 
service which will aid your business 
speed your progress , 
add to your prestige protect 
your future and that of your family.” 
The bank suggests that if you do not 
have a local banking connection a part 
of the extra day, Saturday, February 
29, be spent in having a friendly chat 
with one of the bank’s officers. This 
bank, in conjunction with its advertis- 
ing, issues a comprehensive little book 
packed full of information regarding 
its numerous facilities. The pages are 
neatly broken with headings and a 
cross index helps towards its usefulness 
as a reference guide. 


ONE COLUMN 


AN unusual layout is used by The 
Commercial National Bank and Trust 
Company of New York in its new 
series now running in New York City 
newspapers. The advertisements are 
one column wide and extend the length 
of the page from top to bottom. One 
ad, illustrating a lighthouse (and the 
illustration takes up slightly more than 
half the available space) states, “Bea- 
cons of business are ability, courage, 
confidence. These direct the course 
of business activity bring as- 
surance of continued commercial prog- 
ress. The Commercial National Bank 
contributes intelligent banking service.” 
Brief and to the point. An interest- 
ing thing about this particular type of 
layout is that it enables the inveterate, 
subway-type newspaper reader to take 
it all in at a glance. The full size 
hewspaper is generally carefully folded 
down its middle and the pages are 
therefor: leafed, a half page at a time, 


from back to front or vice versa. This 
one column ad with an outside position 
has the advantage of being seen by 
this type of newspaper reader without 
making the reader jab his elbows into 
the people squashed next to him (can 
city transit be called civilized?) as he 
opens the paper to see what the “hidden 
half” is hiding. A bit difficult to ex- 
plain and rather poorly explained at 
that, but half-page newspaper readers 
will appreciate the value of one column 
advertising. 


FRANKNESS 


A FULL PAGE advertisement in the 
March 4 issue of The Montclair (N. J.) 
Times lists all of the holdings of mar- 
ketable securities of the Montclair Trust 
Company. “On February 26,” the ad 
says, “the Comptroller of the Currency 
released regulations prohibiting Na- 
tional and State member banks of the 


Federal Reserve System from purchas- 
ing for their own account bonds which 
are ‘distinctly and predominantly spec- 


ulative.” The Conservative policies of 
the Montclair Trust Company are so 
attuned to the principles of the Comp- 
troller that, on the day we received 
this ruling, not one single bond in our 
holdings of marketable securities came 
within this prohibition.” The bank be- 
lieves that this is the first time that 
a bank in New York suburbs has pub- 
lished such a list and they also believe 
that it was the first bank to publish 
such a list following the Comptroller's 
ruling. 


WHEN IN ROME DO AS THE ROMANS 


BANK advertising in newspapers meets 
with great competition in catching the 
reading eye. Soaps and department 
stores, shoes and cigarettes, liquors and 
bargains all shout their wares in blatant 
typographical voices. Sensation upon 
sensation in the headlines, and leather- 
lunged print in the advertising columns. 
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Bank advertising with its usual quiet, 
dignified and sometimes hesitant, half- 
afraid voice, can easily be “shouted 
down” in the average city newspaper, 
especially if it tries to get its message 
across in the general news section. 
The Fidelity. Union Trust Company 
(Newark, N. J.) wanted to get people 
to. make greater use of its checking 
account facilities. It wanted its mes- 
sage to be read by those who don’t 
usually get as far back in a newspaper 
as the financial section. And it had to 
compete for attention with masters of 
salesmanship in print. Hewing to the 
principles of good taste, the bank 
nevertheless got attention for its adver- 
tising. One ad illustrates two attrac- 
tive young housewives, both with 
bundles and one about to mail some 
letters. One.of them is saying in the 
“blurb” above her head, “My small 
checking account saves me so much time 
and so many footsteps. I wouldn't be 
without it.” And the girl mailing the 
letters “blurbs” in agreement, “It’s so 
convenient. We pay practioally all 
our bills by check.” Beneath the illus- 
tration is well adapted copy and a list 
of eight reasons why checking accounts 
are worthwhile services to use. The 
bank thinks that this is the first “blurb” 
bank ad, and if so it should be marked 
as a milestone of bank advertising. 
Anyone know of any other banks using 
“blurb” advertising? If so, let’s hear 
about them. 


““SHOES—-AUTOMOBILES—A BOX OF 
CANDY—AND BANKING” 


Tuis, the intriguing heading of an at- 
tractive 12-page booklet distributed by 
The National Bank of New Jersey 
(New Brunswick) certainly catches the 
eye and leads the recipient inside the 
covers. The booklet briefly sketches 
the history of the bank (third oldest 
in the state) and then outlines in clear 
and simple language the nature and 
variety of services a modern bank offers 
to its community. Pleasantly illystrated, 
the booklet explains in straightforward 
language why a bank is a “business.” 


It then explains what a checking ac 
count does, tells a bit about the han 
dling of checks, justifies in a few 
reasonable phrases the measured service 
charge, and ‘takes up the usefulness of 
other banking services. The booklet 
was not designed primarily as an adver- 
tising medium. The bank hoped most 
that it would help to promote a better 
public understanding of every day 
banking practice with the consequent 
furtherance of better customer relations. 
These hopes should be amply justified. 


MY EXPERIENCE AS EXECUTOR 


Last month this department mentioned 
a series of folders issued by the Har- 
vard Trust Company (Cambridge, 
Mass.) which told, folder by folder, 
of the trials and tribulations of a Cam- 
bridge business man who found himself 
immersed in: the execution of his busi- 
ness partner's estate. This series, now 
completed, has been issued in a book- 
let that is about as powerful a piece 
of trust company promotion that we 
have had the pleasure to see. Just to 
give you one small incident from the 
innumerable things this business man 
ran up against we'll quote a paragraph 
from one chapter. Henry Mann, the 
deceased partner, owned a piece of 
property in New Hampshire. Now 
(as they say) go on with the story: 


Before I eventually washed my _ hands 
of that property I made nine trips to 
New Hampshire. Yes, some of them com 
bined week-end pleasure trips with the 
business at hand, but pleasure or not, they 
had to be made. A few months before 
Henry's death, a local carpenter had put a 
new roof on the house. Henry had not 
paid the bill because he claimed the roof 
leaked. ‘This the carpenter denied and 
threatened to bring suit against the estate. 
It took one trip on my part during a heavy 
rain to convince the builder that the roof 
really leaked. 


This gives just a small sample of the 
human way the story was written—but 
to receive the full force of the story tt 


should be read in its entirety. If the 
Harvard Trust Company has no more 
available copies we'd be glad to lend 
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you ours (with the bank’s permission) 
if you'd like to have us. 


WITH THE COMMUTERS 


Many a substantial New York business 
man lives in New Jersey. He grabs 
a New York newspaper to read on the 
way in to business, and another to read 
on the way home after business. Now 
five New Jersey banks felt that their 
trust departments had a message for 
these commuting business men, so they 
got their heads together and combined 
forces to tell their story in a copy- 
righted, co-operative campaign in the 
same New York newspapers read by 
train-travelling Jerseyites. The adver- 
tising is in “columnist” style and is 
headed “New Jersey Trust Topics.” 
Informative items regarding trust facil- 
ities and trust principles are published. 
One ad, as an example, invites the 
reader to stop in at any of the banks 
listed below “for a chart showing how 
an estate is divided by the State of New 
Jersey when no will is left.” The five 
participating banks are: Peoples Trust 
Company (Hackensack), Plainfield 
Trust Company (Plainfield), Summit 
Trust Company (Summit), Peoples 
Bank & Trust Company (Westfield), 
Somerville Trust Company (Somer- 
ville). 


“THE FRUITS OF ADVERSITY” 


AN advertisement with the above head- 
ing comes from The Huntington Na- 
tional Bank of Columbus (Ohio) and 
begins by paying tribute to the re- 
sourcefulness with which American 
pioneers overcame difficulties. It then 
lists some of the progress that America 
has made during the difficulties of the 
past 6 years—years often referred to as 
a period of stagnation in industry. The 
ad concludes “Native ingenuity and 
courage, in the lean years, produced 
these marvels. Need we doubt that 
America will enjoy a wide distribution 
of the benefits during the fruitful years 
which invariably follow?” What are 
these marvels that have developed dur- 
ing the depression, that grinning ogre 
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whose grin begins to look a bit sickly 
at this point? To sum up the items 
mentioned in the ad: smoother roads 
that make greater driving comfort; air 
conditioned trains; continent-spanning 
by air in a day; greater variety of 
foods in better packages; new fabrics; 
new inexpensive books and the classics 
read by improved indoor lighting; yes- 
terday’s European events pictured in 
today’s newspapers; four-continent re- 
ception on the radio; new kitchen 
equipment, new construction materials 
for the home. Quite a depression 
record—and thanks to this Ohio institu- 
tion for broadcasting it. 


CARS AND WILLS 


“Your Car Runs Itself Out” headlines 
an ad of the Rochester (N.Y.) Trust 
and Safe Deposit Company. The copy 
agreeably continues: “in a few years, 
and you will replace it with one of a 
later model. Why not consider your 
old Will in the same way?” A neat, 


brief and competent bit of questioning. 


ONCE THE OLD CRACKED 


TEAPOT 


So heads an advertisement of the 
Plainfield (N. J.) Trust Company over 
an illustration of an old-fashioned girl 
opening said teapot. Subhead states: 
“Now The Savings Account.” 
The copy, quickly read, expands the 
theme by saying: “In early days sur- 
plus money was hidden here and there 
about the house. Today, money is de- 
posited in a Saving Account where it 
accumulates interest while it safely 
awaits some family need.” 


-~©- 


THE duties of a corporate trustee go 
beyond the mere taking of commissions 
for acting as such, and acquiescing in 
the desires of co-trustees whose interests 
are adverse to the beneficiaries. Such 
conduct inevitably invokes condemna- 
tion.—Justice Francis Martin, Appel- 
late Division Supreme Court of New 
York State. 
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Quick Glimpses 


THE Poudre Valley National Bank 
(Ft. Collins, Colo.) explains in an ad 
titled “Striking A Balance” the natural 
conflict between the three banking in- 
terests of depositors, borrowers and 
stockholders—copy goes on to indicate 
that good management is a prime req- 
uisite in balancing these interests. 
‘ To recipients of its statement 
of condition, the State Savings Bank 
(Fontanelle, Iowa) sends with its state- 
ment pointed paragraphs commenting 
on general economic principles. 
Illustrating two Indians rapidly pad- 
dling a canoe above the heading, ““Prog- 
ress. Swift and Silent” The 
National Bank of Topeka (Kansas) 
tells how thousands of Topeka citizens 
are pushing ahead each year aided by 
helpful banking affiliations and careful 
planning of their financial lives. 
In a four-fold pamphlet, The First 
National Bank (Kansas City, Mis- 
souri) marks its fiftieth year—features 


of the pamphlet are the paper on which 
it is printed, a brief sketch of its his- 
tory in a column headed “From The 
Minute Book” and, on the back cover, 


a comparison of its first statement on 


March 1, 1886, and its last statement 
as of December 31, 1935. 

An advertisement talking about bank 
loans, with The American National 
Bank (Nashville, Tenn.) doing the 
talking, utilizes an unusual (for banks) 
usage of illustration four two-and- 
three-line paragraphs are about busi- 
ness loans and three similar-sized para- 
graphs are on personal loans—and each 
and every one of the seven paragraphs 
has its own pert, appropriate little 
sketch. Continuing its mod- 
ern-banking-for-the-modern-day | cam- 
paign, the Bank of the Manhattan 
Company (New York City) tells in 
one of its series how it has helped 
industry blaze new trails—top illustra- 
tion (courtesy Museum of the City of 
New York) is of oxen and ox-cart— 
then the heading “Industrial Trails’— 
then the copy—then the signature—and 


lastly an illustration of a tremendous 
truck cab with two trailers hooked 
behind it; truck and trailers have 
twenty-six tires, no less. 

The civic spirit of The Commercial 
National Bank of Demopolis (Ala- 
bama) is concretely evinced by their 
letterhead—said letterhead is a four- 
pager—the two inside pages carry 
facts and figures that illustrate the at- 

i fourth 
page is a map. . . . “New Days, 
New Tools,” with Cleveland and Ohio 
constituting one of the two leading 
tool centers of the United States—and 
“As a Commercial Bank” The Cleve- 
land Trust Company supplies bank 
credit and service to this basic industry 
as it does to other branches of Ameri- 
can Business in the Fourth Federal 
Reserve District and elsewhere.” 

The individual effort—Independent 
savings vs. deadening dependence—gov- 
ernmental security theme so ably de- 
veloped by the Williamsburgh Savings 
Bank (Brooklyn, N.Y.) marches hap- 
pily on with a continuation of the series 
mentioned in this department in our 
February issue; the headings stimulate 
the imagination—‘Easy Come, Easy 
Go”—“Cinderella Is Only A Fairy 
Tale”’—“Lady Luck Is A Fickle Mis 
tress’"—“The Eagle’s Feathers Make A 
Hard Bed.” A Wachovia 
Bank and Trust Company (Winston- 
Salem, N.C.) advertisement illustrates 
a hand whose thumb touches a coin 
(symbolic of bank credit) and whose 
fingers touch a cog-wheel (symbolic of 
industry) —the heading cries, “Let's 
Bring Them TOGETHER”—the copy 
clearly develops the thought. 

Down in Washington the boys are 
thinking things about bank advertising 
‘ some want bank statements to 
emphasize loans rather than liquidity 
so that bankers will point pridefully 
at money out rather than money in 

: and recently the Comptroller 
has been able to sell real estate held 
in five closed Florida banks by the 
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simple (or maybe not-so-simple) method 
of advertising the fact that such real 
estate is available which stimu- 
lates a leering, fantastic thought as to 
whatever would happen to many a 
saddened banker if the Government 
some day should send out a staff of 
advertising experts to examine each 
bank’s advertising as medically as bank 
examiners probe portfolios . . . and 
another thought, not so fantastic, is 
that if the Government finds advertis- 
ing helpful to closed banks maybe many 
live banks not now making full use of 
this modern tool might sculpture for 
themselves a fairer, finer figure to dis- 
play on the profit side of the ledger. 


The State Street Trust Company 
(Boston, Mass.) advises its friends and 
customers that they may have a “Practi- 
cal Trial” of its trust facilities by 
establishing an Agency Account—all or 
part of the individual’s property being 
turned over to the bank’s management 
for a period after which the customer 
can have first-hand knowledge of the 
bank’s facilities on which to base his 
ultimate judgment. Case _his- 
tories telling of a self-reliant couple, a 
shrewd investor, an invalid wife, and a 
speculator, relate stories of varied lives 
and are published in a booklet titled 
“The Fine Art of Providing Financial 
Protection for One’s Wife’”—publisher, 
The Bridgeport-City Trust Company 
(Bridgeport, Conn.). Remem- 
ber that in sending us samples of your 
current advertising and public relations 
work that there is no extra’ charge— 
it’s all part of our service . . . 185 
Madison Avenue, New York City is 
the address, and THE BANKERS Mac- 
AZINE will welcome what you send. . . 


-- 


THE Southern Ohio Savings Bank and 
Trust Company, Cincinnati, Ohio, has 
increased its capital as of February 28 
from $250,000 to $500,000. The bank 


Was organized with a capital of $50,000 
in 1903. 


More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat \these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


Please send me on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 
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BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


Aids to Banking 


q A transparent cellophane envelope, 
for the protection of notes and similar 
papers from soilage in handling, is being 
used by banks. This inexpensive device 
is particularly adaptable to Federal 
Housing loans and all other forms of 
installment or time payment obligations. 
Through constant handling, notes of this 
character often become worn almost to 
the point of illegibility and the protec- 
tion afforded by the cellophane container 
has many advantages. Little time is re- 
quired to insert the note and once in- 
serted it is seldom necessary for it to 
be removed, since both the face of the 
note and the endorsements or other 
memoranda on the reverse side are fully 
as legible as they would be without the 
cover. 


G George Holzman of The Chase Na- 
tional Bank of New York is the author 
of “The A-B-C of Amortization,” an 
unusual mathematical publication of 160 
pages designed to clarify this subject and 
to present in concise form simple reading 
“tables” relating to the repayment of 
such obligations as mortgage - loans, 
money loans, notes and _ installment 
bonds, as well as to the computation of 
sinking funds for bond issues and in- 
stallment payments on sales of merchan- 
dise. The tables included cover periods 
ranging from one to one hundred years 
at various interest rates from 1 per cent. 
to 10 per cent., and practically eliminate 
the necessity for any computations, ex- 
cept simple addition or multiplication in 
certain instances. 


gq A set of forms to be used by com- 
mercial banks in making small loans has 
been designed and is being distributed by 
the A. E. Martell Company, Boston, 
Mass. These forms include: Applica- 
tion for Loan; Co-maker’s Statement; 
Note Form; Borrower's Folder, to be 
used in recording payments; Ledger 
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Card; Index Card. These forms are de- 
signed to furnish a “complete, simple, 
yet economical system for the handling 
of the work of a personal loan depart- 
ment.” 


Chicago Time 


q Effective March 1, just passed, the 
City of Chicago went on Eastern Stand- 
ard Time instead of Central Standard 
Time. Banking hours are from 9 a. m. 
to 2 p. m. daily, Eastern Standard Time, 
except Saturday when they are from 9 
a. m. to 12 noon. 

It is contemplated that the Chicago 
change to Eastern Standard Time will be 
effective the year around and that this 
will eliminate the usual change to Day- 
light Saving Time at the time New York 
City changes its time, which will be 
April 26 this year. Meanwhile, the 
Chicago time change puts Chicago tem- 
porarily on identical time with New 
York until April 26, when the advance 
to Daylight Saving Time for the summer 
will put New York an hour ahead again. 
In the winter, when New York goes 
back to Eastern Standard Time, Chicago 
time will again be identical. 


Closed Banks 


@ The Manufacturers National Bank of 
Detroit has loaned to the receiver of the 
First National Bank of Detroit sufficient 
funds on the security of the remaining 
assets of the receivership to pay in full 
the present amount owing to the Recon’ 
struction Finance Corporation. This 
loan is being made for a three-year 
period, which will give the receiver 
ample time to repay the loan out of the 
proceeds of orderly liquidation. The 
new loan is made at 21/ per cent. in- 
terest replacing the R. F. C. loan which 
was at 4 per cent. This loan was made 
with the approval of the Comptroller of 
the Currency and with the co-operation 
of the R. F. C. The Manufacturers 
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National has been making a number of 
similar loans to receivers of closed banks 
in Michigan but this is the first loan 
made to a receiver of a national bank. 


q Not a single bank failed in January 
for the first time in recent history. 
Neither Reserve member, non-member, 
either insured or uninsured, were sus- 
pended during the first month of 1936. 
Bank closings in 1935 numbered 34. 


Anniversaries 


q On February 25 the Pennsylvania 
Company for Insurances on Lives and 
Granting Annuities, Philadelphia, cele- 
brated the 100th anniversary of its en- 
trance into the trust field which took 
place February 25, 1836, by a supple- 
ment to its original charter authorizing 
the company to enter the business of 
executing trusts. 


Convention Details 


q The 1936 convention of the Ameri- 
can Bankers Association will be held at 
San Francisco, September 21 to 24 in- 
clusive. The St. Francis Hotel has been 
selected as headquarters. The officials 
of the general committee of San Fran- 
cisco bankers in charge of arrangements 
are; Chairman, C. K. McIntosh, presi- 
dent the Bank of California N. A.; vice: 
chairman, R. D. Brigham, vice-president 
the Anglo California National Bank; 
secretary-treasurer, F. H. Colburn, man- 
ager the San Francisco Clearing House. 
The chairmen of the various special com- 
mittees are: Auditing committee, C. R. 
Kranz, cashier Canadian Bank of Com- 
merce; golf committee, Harris C. Kirk, 
vice-president American Trust Com- 
pany; hotel committee, Russell G. Smith, 
cashier Bank of America N. T. &@ S. A.; 
publicity committee, G. W. Wickland, 
assistant cashier Wells Fargo Bank & 
Union Trust Company; registration com- 
mittee, W. D. Lux, vice-president 
Crocker First National Bank. 


q The Louisville Association of Bank 
Auditors will be host to the Second Mid- 


Continent Regional Conference of Bank 
Auditors and Comptrollers, to be held 
at the Brown Hotel, Louisville, Ken- 
tucky, on May 8 and 9. An interesting 
program is being arranged with well 
known speakers on subjects pertaining 
to the work of bank auditors and comp- 
trollers as well as bankers generally. 
Sessions will be held on Friday morning 
and afternoon and Saturday morning. 
On Saturday afternoon visitors will be 
given an opportunity to visit Churchill 
Downs and see the finest of horses in 
action on that famous track. A banquet 
on Friday or Saturday evening will com- 
plete the program. A number of com- 
mittees are busy completing all details 
that go to make such a meeting success- 
ful and profitable to those in attendance. 
The general committee is as follows: 
Hugh E. Powers, Lincoln Bank and 
Trust Company; J. H. Wallingford, 
Fidelity and Columbia Trust Company; 
Arthur Raeuchle, Liberty National Bank 
and Trust Company; Elmer Ries, First 
National Bank; William J. Clark, Citi- 
zens Union National Bank; T. J. Cox, 
Federal Reserve Bank, is secretary of the 
Louisville Association. 


@ The National Safe Deposit Associa’ 
tion will hold its annual convention this 
year at Hotel Coronado in St. Louis, 
May 21, 22, 23. A group of the most 
prominent safe deposit men and women 
in the country have been chosen to 
address the delegates on vital safe de- 
posit subjects, and to discuss safe deposit 
problems. In addition to the many at- 
tractive features in and about St. Louis, 
the city should, due to its geographical 
location, draw quite a large number of 
safe deposit men and women from all 
parts of the country. 

It is anticipated that many Mid-West- 
ern bankers interested in safe, economic 
and profitable operation of their vaults 
will attend this convention, who have 
not in the past attended national con- 
ventions held in cities in the extreme 
East and West. The St. Louis Safe De- 
posit Association, which will be host to 
the delegates of this convention, has pro- 
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vided a program which will contain 
many educational features. 


q L. A. Chambliss, assistant vice-presi- 
dent of the Fidelity Union Trust Com- 
pany of Newark, New Jersey, has been 
appointed general chairman for the an- 
nual convention of the New Jersey 
Bankers Association to be held at At- 
lantic City, May 21-23. 


Committing the Crime 


q A recent A. P. dispatch from Los 
Angeles describes a gathering of visiting 
bankers who were watching a demon- 
stration of a new “bandit-proof” device 
which by pressing a button automatically 
was supposed to slide all of the money 
in the tellers’ cages into a vault which 
immediately closed and could not be 
opened for 30 minutes. During the 
demonstration three robbers with ma- 
chine guns entered the premises, lined 
up the visitors and employes and 
escaped with $6100. As the bankers 
were leaving, says the report, somebody 
remembered to press the button. It was 
half an hour before the vault could be 
opened to see how. much money was 
missing. 


Crime Prevention 


@ Courageous action by bank officers 
and employes to protect the property in 
their care is frustrating many attacks by 
bank bandits, according to an article by 
H. J. Beppler in an issue of the ABA 
“Protective Bulletin.” “The number of 
bandits killed and the casualty list of 
bankers and others injured in banking’s 
warfare against banditry during January 
are larger than in many months. Quick 
action in spreading alarms, speedy re- 
sponse of police authorities, and the gun- 
fire of marksmen contributed to a 
casualty list of four bandits killed and 
two wounded.” Three bank employes 
and two peace officers were wounded in 
line of duty, and two bystanders were 
also injured. 

In the five months ended January 31, 


1936, the total number of robberies per 
petrated against banks was 95 as com 
pared with 187 similar attacks in the 
corresponding period a year previous, 
“A continuation of this sharp reduction 
in the most dangerous of bank crimes,” 
Mr. Beppler says, “promises that 1936 
will show the lowest number of bank 
burglaries and holdups since 1919.” 


@ The following methods for safeguard 
ing funds in transit have been suggested 
by a surety company: 


1. The amount of cash entrusted to an 
unaccompanied messenger should be limited 
to $5000. Guard protection is desirable at 
all times, however. 


2. The trip should not occur at the same 
time every day, and, if practical, the same 
route should not be taken regularly. 

3. Rotation of messengers will minimize 
possibility of “spotting” certain employes 
by gangsters. 

4. The package or receptacle containing 
the property should have no identification 
mark on the outside. 


5. The use of public conveyances, such as 
busses, street cars, etc., should be discouraged. 
A private conveyance should be used wher: 
ever possible. 


6. A designated officer or employe should 
supervise the dispatching and assigning of 
messengers and guards. The time of depar 
ture, route and protection should not be 
under the personal control of the messenger. 

7. Police protection should be enlisted for 
large exposures and those considered particu 
larly hazardous. 

8. The services of an armored car are 
worth while for large exposures at regular 
intervals. 

9. Banks should undertake to anticipate 
their needs for additional cash far enough in 
advance to avoid emergency trips where it 
is impossible to set up the proper safeguards. 

10. Adequate insurance should be carried 
to cover messenger robberies. To avoid trans 
porting money or securities in excess of the 
amount insured, additional trips should be 
made 


@ Forty-year sentences were imposed on 
Kyle Ramsey, 21, of Buncombe County, 
N. C., and Eddie Nichols, 25, of In 
diana, at Marshall, N. C., for their par’ 
ticipation in the hold-up of the Mars 
Hill branch of the Citizens Bank, Mar’ 
shall, N. C., last September 10. 
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“Dead” Accounts 


q Nearly 10,000 persons, living and 
dead, have about $700,000 in Wisconsin 
banks not touched for 10 to 20 years 
and longer. This was revealed in re- 
ports made by some 600 banks, under a 
law passed by the 1935 legislature. In- 
active accounts 20 years old or over go 
into the State Treasury to be used for 
school aid. Nearly $200,000 comes 
within this class unless court actions 
interfere. 


Employe Insurance 


q Fifty-three employes of the Pitt Na- 
tional Bank of Pittsburgh, Pa., have re- 
cently become eligible to life insurance 
of $1000 each, through the adoption of 
a group policy issued by the Prudential 
Insurance Company of America. The 
employes are to receive this protection 
without any cost to them, the policy 
being of the non-contributory type. 


§ The Minnesota Bankers Association 
is proposing to its members the establish- 
ment of a retirement pension plan which 
will serve as a suitable reward to the 
oficer or employe who devotes the 
greater part of his life to efficient bank- 
ing service. 


Deposit Insurance 


q Sixty per cent. of the depositors in 
the Commercial National Bank, Brad- 
ford, Pa., which jclosed September 30, 
1935, have received payment of their 
insured deposits in full as of January 31 
but approximately 90 per cent. of the 
money covered by deposit insurance has 
been paid off. Of the 9076 accounts 
altogether 168 accounts were not fully 
insured, being in excess of the $5000 
maximum. This closing is the largest 
in the history of the FDIC. 


q An advertisement which makes no 
mention of the Federal Deposit Insur- 
ance Corporation has been inserted in a 
local newspaper by The Home State 
Bank in South Milwaukee, Wis., in spite 
of the fact that the bank is a member of 
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the FDIC. The ad contains nothing but 
the name and address of the bank. The 
bank explained that the membership line 
was omitted because it did not believe 
in the soundness of the deposit insurance 
idea and did not wish to lend its name 
to its promotion. 


Federal Reserve 


G Opponents of “Government in bank- 
ing” last month viewed with alarm the 
Reserve Board’s efforts to make the Fed- 
eral Reserve System a central bank 
under political control. Unable to 
abolish the office of Federal Reserve 
Chairman and agent by legislation the 
new board proceeded to liquidate the 
office by putting it on a purely “honor- 
ary basis,” meaning that the incumbents 
would be expected to serve without pay. 
As a result six of the present chairmen 
will terminate their offices at the end of 
April including J. Herbert Case of the 
New York Federal Reserve Bank, who 
formerly drew a salary of $50,000; 
F. H. Curtiss, Boston; R. L. Austin, 
Philadelphia; E. M. Stevens, Chicago; 
J. S. Wood, St. Louis, and C. C. Walsh, 
Dallas. 

Also the Board has refused to approve 
the designation of the following as presi- 
dents of their district banks: 

Philadelphia—George W. Norris, who 
is 71 years of age. 

Richmond—G. J. Seay, who is 73. 

San Francisco—J. M. Calkins, who 
is 72. 

Although the board gave as its reason 
the fact that all three were over the age 
limit, it is generally felt that the real 
reason was “political incompatibility.” 
Apologists for the Board’s action explain 
that the System under Chairman Eccles 
has a definite program and policy and 
cannot function smoothly with a per- 
sonnel which is antagonistic to that 
policy. 


Interest Rates 
q The National Shawmut Bank of Bos- 


ton reduced its interest rate on savings 
accounts on March 3. The rate paid on 
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the first $5000 is now 1!/, per cent. per 
annum. 


@ What is the outlook for interest rates? 
Speaking on this subject before last 
month’s Eastern Savings Conference in 
New York, Lionel D. Edie summarized 
as follows: 


“No collapse of Government credit 
will occur during 1936 such as to cause 
tight money; 

“Advancing phase in Government 
bond prices, which began last September, 
is now nearing a climax; 

“London apparently reached bottom 
of low money rate cycle last summer; 

“Maximum figure of excess reserves 
in the United States will be reached and 
passed in 1936, probably in first half of 
year; 

“Major cycle of easy money is due 
not mainly to artificial causes, but to 
natural and fundamental causes of 
supply and demand; 

“Balanced budget might be bearish for 
high-grade bond market, contrary to 
possible orthodox views; 

“Most financial institutions make the 
mistake of trying to speculate in the 
interest rate itself by, in effect, going 
short of the money market; 

“Business recovery is more important 
than inflation in changing future trend 
of interest rates; 

“Short-term rates are likely to tighten 
before long-term rates and improve more 
sharply when change does come; 

“Return to normal in interest levels 
does not mean going back to levels of 
war and post-war periods.” 


Legislation 


@ Noting the fact that recent newspaper 
items indicate a renewal of the two-cent 
bank check tax as a part of the Admin- 
istration taxation program at Washing- 
ton, the legislative committee of the Cen- 
tral States Conference is taking steps to 
oppose this proposed legislation. State 
bankers’ associations co-operating with 
the conference are contacting their Con- 
gressional representatives. 
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q “Under the new banking laws, 
bankers know what to do and what not 
to do, and can proceed with more safety 
and with better policies than ever,” said 
C. T. Leinbach, president of the North 
Carolina Bankers Association, before a 
group meeting. 


@ The Senate of New York State has 
amended the banking law by providing 
that no bank or trust company shall 
have power to act, directly or indirectly, 
as receiver or trustee in bankruptcy or 
receiver in equity. 


q A banking bill has been adopted in 
Virginia which gives added strength to 
state banks by regulations virtually 
paralleling Federal bank legislation and 
adds penalties for bank officials found 
guilty of violating the provisions of the 
code. A companion bill gives greater 
range to investments which can be made 
with fiduciary funds. 


@ The bill passed by the Massachusetts 
Senate and House which would repeal 
the present double liability of stock 
holders in trust companies, has been 
vetoed by Governor Curley. 


@ Governor Martin L. Davey of Ohio 
has asked the state legislature, in a 
special message, to pass a constitutional 
amendment eliminating from the bank 
ing statutes “any and all language im 
posing a double liability upon the share 
holders of all corporations.” 


Local Purchase 


q Negotiations were concluded on Febru- 
ary 28 whereby the control of the 
American Trust Company of San Fran: 
cisco was purchased by local interests. 

Parties to the negotiations were Fred 
T. Elsey, president of American Trust 
Company and a group of its directors, 
Charles R. Blyth of Blyth & Company 
representing a syndicate of local invest 
ment houses and Floyd B. Odlum, presi’ 
dent of Atlas Corporation, an invest 
ment company with headquarters im 
New York. 

This development, one of the most 
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important of its kind that the Pacific 
Coast has seen in many years, was an- 
nounced in the following statement by 
Mr. Elsey: 

“It is with a great deal of satisfac- 
tion that I am able to announce that as 
a result of negotiations concluded re- 
cently the voting control of the Ameri- 
can Trust Company has passed into the 
hands of local interests. While the 
management of the bank has always been 
in local hands, we believe that the owner- 
ship of the bank distributed throughout 
the territory we serve will have an im- 
portant bearing on the future progress 
of the bank as it will insure to our many 
thousands of customers the maintenance 
of this bank as an independent entity.” 

The return of American Trust Com- 
pany to local control was accomplished 
by the purchase by a syndicate headed 
by Blyth & Company of 50,000 of the 
75,000 shares of the bank owned by an 
affiliate of Atlas Corporation. 


At the same time the syndicate like- 
wise purchased from American Trust 
Company $7,500,000 ‘(150,000 shares) 
of new preferred stock. The funds thus 
derived will be used to retire the $7,500,- 
000 preferred stock held by the Recon- 
struction Finance Corporation. 

In the new capital structure of the 
bank there will be outstanding 375,000 
shares of common stock of $20 par value 
and 150,000 shares of cumulative con- 
vertible 4 per cent. preferred stock of 
$50 par value. Both common and pre’ 
ferred shares enjoy equal voting rights. 
The local group has purchased two- 
thirds of the 375,000 shares of common 
stock and the entire issue of preferred. 

There is no change contemplated in 
the management of the bank, except that 
G. Parker Toms will retire as executive 
vice-president. He will continue to 
serve as a director and member of the 
executive committee of the bank. Fred T. 
Elsey will continue as president. 


Modernization 


| The remodeling work at the New 
Paltz Savings Bank, New Paltz, N. Y., 


has been completed and the bank is now 
occupying its new quarters. The altera- 
tions were planned and carried out by 
the Tilghman Moyer Company, archi- 
tects and engineers, of Allentown, Pa. 
The renovation has made the interior of 
the bank thoroughly modern both in 
arrangement and design. A new bur- 
glary protection system has been installed 
of the most modern type. Its main 
feature is an ingenious electrical device, 
using principles similar to those of the 
radio microphone. This is placed on the 
ceiling of the vault and any attack on 
the vault, no matter what methed is 
used, causes this detector to sound an 
alarm. Regulated by a time clock and 
checked by daily tests, the system also 
gives instant notice of errors or impro- 
prieties on the part of the person who 
locks the vault at the close of business. 


@ The Commercial National Bank of 
Charlotte, North Carolina, is now re’ 
occupying its quarters after reconstruc’ 
tion work, which involved an expendi- 
ture of $25,000, used for enlargement 
and important interior changes. 


Mortgages 


q “Mortgages made on improved prop- 
erties should be amortized,” said Edward 
J. Crawford, vice-president of Charles 
F. Noyes Company, Inc., New York, in 
addressing the Eastern Savings Con- 
ference, “but the amount of amortiza- 
tion should be regulated so as not to 
become a burden that cannot be met out 
of the income. Amortization in theory 
was supposed to have been the safeguard 
of all mortgages which were made in 
the past, and particularly on bond issues, 
but if the property cannot earn enough 
to pay the interest, taxes and amortiza- 
tion, the practical answer is, first, the 
amortization must be waived, and 
second, the interest must be reduced. 
That is what has happened in the past, 
and unless banks treat this amortization 
question on a sound and practical busi- 
ness basis we will simply have a repeti- 
tion of these old conditions.” 





374 


New Quarters 


@ The Atlantic Savings and Trust Com- 
pany, Savannah, Ga., has bought the 
building on Johnson Square from the 
Savannah Bank & Trust Company and 
expects to move in about the middle of 
May. Larger quarters will enable the 
bank to better handle its growing volume 
of business and house its new real estate 
department. It is proposed to provide 
in the new building a room for civic 
meetings. 


Personal Loans 


q The Trust Company of New Jersey, 
with its head office in Jersey City, and 
eleven offices and two affiliates in near- 
by towns, has recently opened a personal 
loan department. Walter B. French, 
vice-president of the bank, stated that 
this is simply an extension of credit fa- 
cilities to individuals of good credit 
standing. It is not necessary to be a 
depositor, but it is necessary for the 
applicant to have a steady source of in- 
come either as an employe or from his 
own business. Except on collateral loans 
and modernization loans placed through 
the FHA, two co-signers are required. 
The interest rate is the usual banking 
rate of 6 per cent., and these are handled 
as a regular banking loan, with no 
charges for credit investigation, or bonus 
or service fee of any kind. On a loan of 
$100 the applicant pays $6 and no more. 
On FHA loans the applicant pays on the 
basis of $5.00 on a $100 loan for a year. 
The FHA loans may be made for a 
period up to three years but the personal 
loans must be paid off in a year. They 
are paid off in equal monthly install- 
ments. 


Four classes of loans will be handled. 
To individuals with co-makers (two) for 
12 months. To individuals with col- 
lateral security. This security may be 
stocks or bonds or insurance policies or 
a savings pass book. To merchants 
without collateral and without co- 
makers. These are in reality the usual 
bank loans except that the smaller loans 
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of under $1000 may be handled in this 
department. And finally, to owners of 
real property for repair and for modern- 
ization of homes or apartments or other 
properties. These are to be handled 
through the FHA, and loans will be 
made on a basis of 12 to 36 months 
for repayment. 


q In 1931 the Poudre Valley National 
Bank of Fort Collins, Colorado, began 
to lend money to war veterans on their 
bonus certificates, and has made more 
than’ $75,000 of these loans, on a 31/, per 
cent. basis. “These loans give the 
holders of a bonus certificate an oppor- 
tunity to keep it until the Government 
pays,” said Claude L. Stout, executive 
vice-president of the bank, “and at the 
same time allows the veterans to get 
needed cash. We feel that they appre- 
ciate our taking care of them in this 
manner, and it has proved of consider- 
able profit to the bank during these times 
of excess reserves.” 


Changes 


qB. A. McKinney, formerly governor 
of the Federal Reserve Bank in Dallas, 
Texas, has been elected president. 


q Edward R. Krueger has been named 
deputy controller of the Bowery Savings 
Bank of New York City. He has been 
with the bank since 1918. 


R. F.C. 


@ The Reconstruction Finance Corpora’ 
tion authorized no new loans to active 
banks in January, the first month in its 
history that no such loans were made, 
according to Chairman Jones’ report on 
March 2. 


Savings 


@ Deposits, depositors, assets and sur’ 
plus accounts of mutual savings banks 
continued to rise in.the last six months 
of 1935, according to data made avail 
able by the National Association of Mu- 
tual Savings Banks. Excepting depositors, 
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the rate of increase in the last half year 
was slower than in the first half. The 
average account receded slightly, which 
is taken to mean that depositors are in- 
vesting funds in other directions, but 
maintaining their accounts on balance. 

At the year end deposits of mutual 
institutions, operating in eighteen states, 
reached the sum of $9,917,813,052,. a 
gain for the last six months of $47,761,- 
932, and for the year $160,122,115. 
This figure closely approached the all- 
time peak of January 1, 1932, when 
deposits were $10,030,014,385. 


Public Relations 


q“Good will is the disposition of the 
customer to return to the place where 
he has been well served.”"—From a de- 


cision of the United States Supreme 
Court. 


q A “Manual of Procedure in Con- 
structive Customer Relations” has been 
published by the public education com- 
mission of the ABA. It is the fifth 
treatise on the subject by the associa- 
tion since the program was undertaken 
about two years ago. The manual tells 
how to arouse interest in the program, 
how to select conference leaders, how 
to train them, how to organize intra- 
bank conferences — giving examples of 
such conferences in operation in large, 
medium sized, and small institutions— 
how to use skits, what to do after the 
first series of conferences, and concludes 
with a chapter describing th® state 
bankers’ association programs in con- 


structive customer relations in nine 
States. 


q In order to build up good will between 
lawyers and bankers, the Fidelity Union 
Trust Company of Newark, New Jersey, 
has mailed to every lawyer in that state, 
and to one thousand bankers a copy of 
the address, delivered by Leslie G. Mc- 
Douall at the Golden Jubilee Celebra- 
tion of the State Bar Association, on 
“The Bar and the Corporate Fiduciary.” 


The Missouri Bankers Association is 
encouraving its members to ‘make 


“We started an analysis of our bank 
(which we had been wanting to do for some 
time) and after discussing it with some of 
my associates we felt that your formula is 
the best that we have been able to procure 
and because of the simplicity and the full- 
ness with which all of the details were 
covered we decided to follow the outline 
given in your book,” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 


With a Foreword by 


CARL K. WITHERS 


Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method which 
is both simple and complete. Here is de- 
scribed in minute detail and with a wealth 
of illustrations a simple method for obtain- 
ing bank costs and for installing a system 
of bank cost accounting as an aid to effective 
management, 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers, Commissioner of 
Banking and Insurance of the State of New 
Jersey. 


Your name and address on the coupon be- 
low will bring this book to your desk on 5 
days’ approval. 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 8. 
Woolley. At the end of 5 days I will either 
remit $5 or return the book. 
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speeches whenever and wherever pos- 
sible in the interest of creating better 
public understanding of banks. To 
further this work the association’s com- 
mittee on education and public relations 
has made available appropriate material 
in manuscript form, all ready for pre- 
sentation as it is; or parts of it may be 
used in the preparation of a talk more 
to the individual banker's liking. 


Trust Business 


G With the increasing demand for serv- 
ice from trust companies, particularly 
in the investment field, these institu- 
tions cannot profitably manage property 
under their present low schedule of 
fees and a new standard of charges 
should be developed. 

This is the contention of W. von 
Tresckow of Young & Ottley, Inc., in- 
vestment managers, as summarized in 
the report of a survey of this subject 
extending over several months. 

Analyzing all types of institutions 
that fulfill a function similar to the 
trust company in the management of 
property, Mr. von Tresckow finds, as 
the result of an extensive survey, that 
fees or costs vary as follows: 


Cost Per $1000 of Property Managed Per 


Insurance company $2.50 to $10.00 
Savings bank (about) 5.00 
Investment trust ..(at least) 5.00 
British investment trust.... 4.10 
Investment counsel *5.00 to 
City Bank Farmers uniform 

trust 


10.00 


Executor 
Trustee 


* Fee 


“The fee for trustee management of 
property,” Mr. von [Tresckow pointed 
out, “is apparently as low as the lowest 
cost figures in the insurance business. 
Most of the other cost figures alone ex- 
ceed the total fee of the trust company 
by 100 per cent. That the trust fee is 
too low in order to earn even a reason- 
able profit in consideration of the work 
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and responsibility involved can be seen 
to have a good deal more justification 
than the mere contention of the officers 
of trust companies. 

“It would seem, according to these 
figures, that institutions doing work 
akin to that of trust companies require 
a minimum of 2 per cent. of the prin- 
cipal sum per year to do their work, 
and that such a fee on the part of 
trust companies would just about cover 
their cost of doing business. This dif- 
ferential between the cost of doing a 
satisfactory investment job and _ the 
present remuneration of trust work 
will draw most of the attention of the 
executives of trust companies for some 
time to come, and must be remedied 
before the business as a whole can be 
put back on a satisfactory earning 
basis.” 


100% Membership 


@ For the ninth consecutive year the 
Colorado Bankers Association reports 
a 100 per cent. membership. It is be 
lieved to be a record not equalled by 
any other state association. The secre 
tary-treasurer, L. F. Scarboro, says that 
it is due to the unceasing efforts of the 
officers and committees to make the 
association a valuable asset to all mem- 


ber banks. 


The Bonus 


q Although the probable stimulating 
influence of the bonus payments on 
business has undoubtedly been over’ 
estimated in some quarters, it can 
hardly be doubted that such an im 
fluence will appear, states the Guaranty 
Trust Company of New York in an 
issue of The Guaranty Survey. 

“It is expected that a large majority 
of the veterans will immediately present 
their bonds for redemption,” The Sur 
vey continues. “Several million indi- 
viduals will thus come into possession 
of ready cash; and the cash will be 
raised by the issue of government se 
curities, most of which will probably 
be taken up by the banks and other 
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financial. institutions with the excess 
funds at their disposal. The purchas- 
ing power bestowed upon the veterans, 
therefore, will not represent an equiva- 
lent amount of purchasing power with- 
drawn from other sources. To a large 
extent, it will represent newly created 
purchasing power—a net addition to 
the current volume of demand for com- 
modities, services, securities, and other 
available objects of expenditure. 

“The stimulating effect which the 
spending of the bonus money will un- 
doubtedly have on trade and industry 
over a period of months does not blind 
many business men to the fact that the 
longer-term influence of the payment 
can only be regarded as unfortunate 
from the economic point of view. Not 
only will the Government be called 
upon to meet another heavy financial 
burden at a time when it is already 
under more than sufficient pressure, but 
new impetus will be given to the activ- 
ities of groups with supposed claims on 
the Treasury. 

“Unless estimates based on a ques- 
tionnaire sent out by the American 
Legion to its members are grossly in 
error, it seems likely that the construc- 
tion industries will be among the prin- 
cipal branches of business to benefit by 
the bonus payments, and that the real 
estate market, especially the market for 
individual dwellings, will be stimulated 
in some degree. The automobile in- 
dustry is also likely to feel the effects 
of veterans’ expenditures. The sur- 
prisingly large figure for repayment of 
previous debts is impossible to analyze, 
since funds received by creditors may 
be used for innumerable purposes, al- 
most all of which, however, are likely 
to result in some degree of stimulation 
to one branch of business or another. 

“While expenditures of this magni- 
tude are not to be belittled as an . 
fluence on current business trends, i 
must be remembered that they neal 
a rather small factor in comparison 
with the country’s total volume of 
trade. To state, as some have done, 
that nie may be sufficient to set busi- 
ness forth upon the highroad of re- 
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covery would seem somewhat over- 
drawn.” 


What of Business? 


Q “It is highly significant,” says Col. 
Leonard P. Ayres in the March Busi- 
ness Bulletin of the Cleveland Trust 
Company, “that roughly one half of 
the unemployment is caused by the 
other half of it. If we could return 
the producers of goods to work, and 
keep them employed, the problems of 
the providers of services would largely 
solve themselves. The controlling fac- 
tor in unemployment among the pro- 
ducers is still that of idleness among 
the workers in the durable goods in- 
dustries. There is the key to our 
depression problem.” 


Your Bond Account 


@ Lack of established policies is the 
chief cause of unsatisfactory results 
from investment portfolios in savings 


banks according to Alexander Standish, 
president, Standish, Racey & McKay, 
Inc., Boston, Mass., who addressed the 
A.B. A.’s Eastern Savings Conference 
on the subject last month. He said in 
part: 

“I would suggest that normally every 
bank should have definite policies on 
the following points: (1) distribution 
of assets between cash, mortgages and 
securities, (2) distribution of bonds as 
to maturity, -(3) distribution of the 
portfolio between governments, rails, 
utilities, and bank stocks, (4) distribu- 
tion of bonds as to quality, and (5) a 
definite policy as to selling low grade 
issues as recovery progresses. . 

“As a general rule of thumb for the 
bank with stationary deposits, I would 
suggest that under current conditions 
it should aim at 15 per cent. of the 
portfolio in maturities of one to five 
years, 15 per cent. five to ten years, 
20 per cent. ten to fifteen years, and 
50 per cent. over fifteen years.” 


q According to the Securities Tabulat- 
ing Corporation, as reported in the 
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American Banker, there are about 
1975 domestic corporate bonds listed 
on the New York Stock Exchange or 
traded on the New York Curb Ex- 
change. Of these about 891 issues 
will qualify under the Comptroller of 
the Currency’s ruling for purchase by 
Federal banks. In other words more 
than 50 per cent. of domestic issues 
will be disqualified from being bought 
by banks. 


Your Loans 


@The Estate Counsel News Letter, 
published in New York, suggests that 
commercial banks advertise: “Com- 
mercial loans, come back. All is for- 
given!” 


q “The Trend in modern banking is 
very definitely in the direction of per- 
sonal loans,” said Louis. S.. Thomas, 
president of the East Hartford (Conn.) 
Trust Company before the Eastern Sav- 
ings Conference. 

“Notwithstanding vociferous asser- 
tions by our competitors who decry 
the rightful entrance of banks into this 
very important field of financing in 
order to discourage bank competition, 
it is an established fact that a per- 
sonal loan department can be operated 
by a bank jadvantageously and, which 
is of paramount importance to all banks 
today, profitably.” 


Service Charges 


q “Any bank that surrenders the service 
charge because it made a little money last 
year is unwise,” said Secretary Eugene 
P. Gum of the Oklahoma Bankers Asso- 
ciation, in a statement urging banks not 
to abandon service charges. 


@ The United National Bank of Forest 
Hills, Long Island, New York, has put 
into effect a “Check-Audit” service. It 
is unique in that the five-cent service 
charge on each withdrawal is collected 
in advance with a minimum of trouble 
and time lost. Depositors using the plan 
are issued special check books contain- 
ing 20 checks, for which they pay a 


lump sum of $1, covering all service 
charges for 20 withdrawals. 

The bank has issued an attractive 
folder explaining the plan. Like the 
Checkmaster and Check-O-Matic plans, 
it provides for accounts as small as $] 
each. A five-cent charge is made for 
each deposit. The plan was developed 
by L. C. Gosdorfer, president of the 
bank. 


qj The installation of service charges in- 
creased deposits while it eliminated un- 
profitable accounts in the Lafayette 
Trust Company, at Easton, Pa., as told 
to the A. B. A. forum conference on 
commercial banking in Philadelphia. 
“We were told by our consultant, E. §. 
Woolley,” said Bart S. Reading, secre- 
tary-treasurer, “that we would lose ap- 
proximately 60 per cent. of our ac 
counts. Mr. Woolley was a good prog- 
nosticator. We did lose that number 
and, in spite of the loss, the deposits in 
our savings department and checking 
accounts grew in dollars. In our asso- 
ciation an unfounded fear was clearly 
discernible for the loss of the small ac- 
counts. Bankers are a hopeful lot. We 
were carrying these small unprofitable 
accounts for a period of ten or fifteen 
years in anticipation that they would 
bloom forth into profitable business. It 
is our experience that this did not hap- 
pen. A service charge will never stop 
a worth-while depositor. . . . We closed 
out 811 accounts with an average bal- 
ance of $25. If there is a man that can 
show me a profit on balances with an 
average of $25, I will vote him a wizard 
of finance.” 


It is believed in Post Office Depart 
ment circles that service charges account 
for the increased popularity of the post 
office money order for transferring funds. 
There are no accurate figures available, 
except an unusual and continued de’ 
mand for money order forms. Last year 
20,860,000 more forms were printed 
than in 1934. 


@ Here is one bank's answer to this re 
ported increase cf money orders. Using 
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International Business Machine auto- 
matic bookkeeping equipment and num- 
bered accounts as means of reducing 
handling costs, the Empire Trust Com- 
pany of New York has developed a sys- 
tem of pay-as-you-go checking accounts 
which requires no minimum balances. 
The new service which is offered under 
the tradeemarked name of “Check-O- 
Matic” is owned by the bank. De- 
positors are not required to keep any 
minimum balance, but are charged 10 
cents per item on all deposits and with- 
drawals. No attempt is made to give 
customers using the new service anything 
but checking account accommodation. 

The service is offered as cheaper “in 
the long run” than other forms of money 
transfer such as postal money orders, 
and as especially adapted to payrolls, 
since a customer can deposit one check 
to cover his payroll account, and give 
his employes their wages in checks at a 
minimum of cost, eliminating need for 
handling money, with attendant danger 
of holdups, losses and mistakes. 


Accounts may be opened with as little 
as $1. Checks are drawn in exactly the 
same way as with the usual form of 


checking account. The only stipulation 
is that only the special checks which are 
issued to the depositor, and punched 
with his own account number, should 


be used. 


q “It must be conceded that unless we 
continue to give constant and active con- 
sideration to the problem of the devel- 
opment of a more uniform method of 
applying service charges, within a rea- 
sonable length of time. this increasingly 
important feature of present day bank- 
ing operations is domed to failure.” This 
is a conclusion of the chairman of the 
committee on bank management of the 
Illinois Bankers Association. An edi- 
torial in the bulletin of the Nebraska 

kers Association states that the writer 
hastens to agree with this statement and 
his belief is that in the not too distant 
future defeat of the whole service charge 
program will deprive banks of this much 
needed and well earned revenue. _ His 
criticism is that each banker insists on his 
Own interpretation of service charge 
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points and refuses to compromise in or- 
der to meet his competitors on a common 
basis. Are you one of these? 


G A three-cent charge on local checks, 
and a two-cent charge on out-of-town 
checks, in addition to the fifty cent 
monthly service charge, have been put 
into effect beginning February 1, by all 
seven banks of Richland county in Ohio. 


q Effective March 1, two Spartanburg, 
S. C., banks have installed the same 
measured service charge on all checking 
accounts of an average balance of less 
than $300. 


The “Checkmaster” plan of the Na- 
tional Safety Bank and Trust Company 
of New York has already received a 
great deal of publicity. And now the 
well-known Irving Fisher, professor of 
economics at Yale University, says that 
he believes this plan will be the fore- 
runner of the 100 per cent. check 
money that he advocates. 

Mr. Fisher's idea is that banks should 
have 100 per cent. cash against their 
deposits, which would take away from 
them the power of expanding and con- 
tracting credit through loans and that 
they should make money through charg- 
ing for their services. He says: 

“Latterly this idea of charging the 
public for this banking or monetary 
service to the public has been developed 
and made a means of expanding the use- 
fulness of checking accounts so as to 
include smaller balances of check book 
money than hitherto possible, when 
these services were not specifically paid 
for. I refer to the “Checkmaster” plan. 
By this plan, anyone may open a bank 
account and for any amount—even as 
low as $1—provided he agrees to pay 
five cents as a service charge for every 
check he draws and for every deposit 
he makes. 

“Bankers have been amazed to find 
how wide an appeal this plan has al- 
ready had, though it has only been tried 
a few months. It is also evidence that 
service charges afford one way of intro- 
ducing the 100 per cent. money plan. 
In fact, one banker, R. H. Hemphill, 





380 


former credit manager of the Federal 
Reserve Bank of Atlanta, stoutly main- 
tains that bankers would make more 
money that way than by the more tra- 
ditional system which the 100 per cent. 
system would displace.” 


Deaths 


q William J. Flather, vice-president of 
the Riggs National Bank, Washington, 
D. C., died on February 29 of double 
pneumonia at the age of 76. 


@ Samuel Maverick, a pioneer banker 
of San Antonio, Texas, died on February 
28, at the age of 98. It was from Mr. 
Maverick’s family that the name of un- 
branded cattle was derived. His father 
had acquired thousands of acres of range 
and millions of cattle, but was so busy 
with his law practice that he had no 
time to brand them. His friends called 
them “Mavericks” and the name stuck. 


5 . 
Bankers’ Conventions 
STATE 

April 13-14—Louisiana Bankers Association, 
Monroe. 

April 23-25—Georgia Bankers Association, 
Hotel Bon Air, Augusta. 

May 4-5—-Kansas-Missouri Bankers Associa- 
tion, joint convention, Kansas City. 

May 7-8— Oklahoma Bankers Association, 
Mayo Hotel, Tulsa. 

May 15-16—New Mexico Bankers Associa- 
tion, Raton. 
May 19-20 — Tennessee-Mississippi Bankers 
Association, joint convention, Memphis. 
May 19-21— Texas Bankers Association, 
Hotel Rice, Houston. 

May 20-21-—South Dakota Bankers Associa- 
tion, Aberdeen. 

May 20-22—California Bankers Association, 
at Hotel Senator, Sacramento. 

May 20-22—Pennsylvania Bankers Associa- 
tion, Traymore Hotel, Atlantic City. 

May 21-22—Alabama Bankers Association, 
Jefferson Davis Hotel, Montgomery. 

May 21-22 — Arkansas Bankers Association, 
Arlington Hotel, Hot Springs. 

May 21-22—JIndiana Bankers Association, 
Indianapolis. 

May 21-22—Maryland Bankers Association, 
en eae Hotel, Atlantic 

ty. 

May 21-23—New Jersey Bankers Association, 

Ambassador Hotel, Atlantic City. 


May 25-27—Illinois Bankers Association, St. 
Louis. 
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May 28-31 — District of Columbia Bankers 
Association, The Greenbrier, White Sul 
phur Springs, W. Va. 

June (unsettled) — North Dakota Bankers 
Association, Bismarck. 

June (date unsettled) — Vermont Bankers 
Association, Country Club, Morrisville. 
June (date unsettled)—Rhode Island Bankers 

Association, Providence. 

June 7-12—North Carolina Bankers Associa 
tion, on S. S. Reliance, from Norfolk, Va., 
two days in Bermuda. 

June 11-13—DMassachusetts Bankers Associa- 
tion, New Ocean House, Swampscott. 
June 12-13— Oregon Bankers Association, 

Portland. (May change.) 

June 18-20 — Virginia Bankers Association, 
at Cavalier Hotel, Virginia Beach. 

June 19-20—Colorado Bankers Association, 
Glenwood Springs. 

June 22-23— Utah State Bankers Associa- 
tion, at Bryce Canyon. 

June 22-24—Wisconsin Bankers Association, 
Milwaukee. 

June 26-27 — West Virginia Bankers Asso- 
ciation, White Sulphur Springs. 

June 26-29—Michigan Bankers Association, 
Mackinac Island. 

July 1-3— Minnesota Bankers Association, 
Duluth. 

July 19-20— Montana Bankers Association, 
Mount Glacier Hotel, Glacier Park. 

Fall—Nebraska Bankers Association. 


GENERAL 


April 9-11 — Pacific Northwest Conference 
on Banking, Pullman, Wash. 

April 17-18—Eastern Regional Conference of 
National Association of Bank Auditors and 
Comptrollers, Lord Baltimore Hotel, Balti- 
more, Md. 

April 20-22—Reserve ‘City Bankers, Edge- 
water Gulf Hotel, Biloxi, Mississippi. 

April 27-29—A.B.A. Executive Council, 
Homestead, Hot Springs, Va. 

May 8-9—Mid Continent Regional Confer: 
ence of National Association of Bank 
Auditors and Comptrollers, Louisville, Ky. 

May 13-15—National Association of Mutual 
Savings Banks, at Hotel Traymore, Atlantic 
City. 

May 21-23—National Safe Deposit Conven- 
tion, at St. Louis. i 

June 8-12—National Association of Credit 
Men, John Marshall Hotel, Richmond, Va. 

June 8-12—American Institute of Banking, 
at Olympic Hotel, Seattle. : 

Sept. 14-17—Financial Advertisers Associa’ 
tion, Nashville, Tenn. 

Sept. 21-24—American Bankers Association, 
St. Francis Hotel, San Francisco. 

Sept. 24-25—Savings Banks Association of 

New York State, Waldorf-Astoria Hotel, 

New York City. 











































































































































































Night Mail and Transit Service 


Duties of the Evening and Night Forces of a 
Large Metropolitan Bank 


hours are from 9.00 A. M. to 

3.00 P. M. Saturday, 9.00 
A. M. to 12.00 noon. These, however, 
are only the hours that the banks are 
open to the public. Considerable addi- 
tional time and effort are spent by both 
officers and employes in the banks, be- 
fore and after these hours, in order to 
complete their work and render the 
proper service to depositors. 

Banking by mail is the regular prac- 
tice adopted by numerous depositors. 
Many banks which have a large num- 
ber of clients taking advantage of such 
facilities, in addition to those institu- 
tions specializing in accounts of cor- 
respondent banks, find it necessary to 
employ evening and night forces to 
handle the work speedily and efficiently. 


GG tees af speaking, banking 


TWO PEAK PERIODS 


As a general rule, banks each day 
have two peak periods of activity for 
checks; first, the hour preceding closing, 
when most of the over-the-counter de- 
posits are received; second, in the early 
morning, when the bulk of the mail 
arrives. Banks having continuous forces 
are enabled, in a large measure, to 
avoid the congestion caused by these 
peak activity periods, by spreading the 
work more evenly. 

In order that proper attention may 
be given to correspondent banks and 
those individuals, firms, and corporations 
doing their banking by mail, speedy and 
dependable service must be rendered by 
the postal system from the time the 
letters are dropped into the box or 
delivered at the post office by the sender 
until they reach the bank addressed. 
Bank men, particularly those in charge 


——— 


Conde: sed from “The Banker,” published 
by the Philadelphia Chapter of the A.IB. 


of the operating end, will bear witness 
to the fact that the postal authorities do 
everything that is humanly possible, and 
many times go out of their way to 
co-operate in giving a service that we 
have the right to expect. Records reveal 
that only one check out of eighty-six 
thousand handled does not reach its 
final destination. This is concrete evi- 
dence of a dependable mail service. 


SPREADING THE LOAD 


In order to spread the load of the 
peak periods which occur just before 
closing, in so far as the handling of 
checks is concerned, it is the usual 
custom, in banks having extra forces, 
to make a break in their settlements at 
about 2.30 P. M. on week days, 11.30 
A. M. on Saturdays. All credits for 
deposits received up to that time are 
passed through regularly and complete 
disposition effected on all checks in- 
cluded in such deposits. Deposits re- 
ceived after the set time, until the clos- 
ing hour, are proved and credits ex- 
tended to customers’ accounts. The 
transit checks in these late deposits are 
not charged to the accounts of the col- 
lecting institutions but carried over 
night, for bookkeeping purposes, in a 
“Hold-over Account” or “Suspense Ac- 
count” in the bank ledger. Various 
city checks in such deposits are carried 
over night in the Outclearing Depart- 
ment’s settlement, as “Cash” or “Va- 
rious City Checks.” Own items are 
charged to the individual or bank 
ledgers as usual. 

This procedure relieves the transit 
and outclearing departments of handling 
the checks included in these late de- 
posits. The transit department, day 
force, is thereby permitted to dispatch 
all of its items before 5.00 P. M— 
which gives ample time for all checks in 
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such letters to reach their destination 
on a schedule for proper clearance. 


EVENING FORCE ACTIVITIES 


The evening force on arrival, about 
5.30 P. M., can start working on the 
transit and various city checks held 
over by the day force. The former 
are sorted down on the regular outgoing 
letters to the collecting banks. Like- 
wise the various city checks, held over 
by the day force, are sorted down by 
the evening force and listed on sheets 
to the clearing house banks, Federal 
run banks, or to the runners’ depart- 
ment. 

The evening force is then prepared 
to handle new items, that is, business 
received after hours, either over the 
counter or by mail, book credit for 
which will be extended the following 
day. The banks in Philadelphia requir- 
ing extra forces, as a rule, act as a 
collecting agent for the smaller local 
banks and trust companies, which in- 
stitutions make certain bulky deposits 
late in the day, or early evening. These 
deposits, together with all mail deposits 
received up to, say, 9.30 P. M. or 10.00 
P. M. are proved, blocked, and the 
checks passed on to their respective di- 
visions. 

DISPATCHING 


The transit checks are then listed on 
the same letters to collecting banks, as 
were the transit checks in the “Hold- 
overs”; the previous total of each letter, 
of course, being carried forward. The 
transit checks are then dispatched to 
the various collecting agents. Practi- 
cally all of the one-day direct points, 
payable within a radius of one hundred 
and fifty miles, forwarded by the eve- 
ning force, reach their destination in 
time for clearing the following morning. 
This class of business as a general rule 
makes up the bulk of the items. 

If it is found that additional time is 
required by reason of mail train sched- 
ules this force mails such letters earlier. 
The two or more day points, dispatched 
by the evening force, almost always 
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reach their destination in time for clear- 
ing on the same day as the regular day 
force letters. The evening force, like 
the other forces, does not hesitate to 
take advantage of the air mail service if 
by such method of dispatching earlier 
presentation of the items can be effected, 
Experience has shown that a saving of 
at least one day is effected on 80 per 
cent. of the checks dispatched by the 
evening force. 


NIGHT FORCE ACTIVITIES 


Other duties of the evening force 
include taking care of late work from 
branches, handling of incoming mail 
and return items, dispatching of docu 
mentary bills, sight or early maturity 
collections, pulling collection credits, 
dispatching advices to customers, etc. 
Through the medium of this force it 
often occurs that an advice covering 
payment of a check or collection, pay- 
able outside of Philadelphia, will be 
received on the second evening after 
it is forwarded, and notification of such 
payment will be in the hands of the 
depositor the following morning, a 
clear saving of two days’ time over the 
ordinary method of handling. 

The evening force works until 12.30 
A. M. daily. Over the week-end they 
report on Sunday during the day, which 
gives the force Saturday and Sunday 
evenings off. The same working ar 
rangement exists over holidays. Gen 
erally, this force is augmented over the 
week-ends and holidays by a few extra 
men to take care of the additional work 
to be handled. 

The night force reports at 12.30 
A. M. and it is their duty, primarily, 
to act as an advance force to keep the 
work in proper shape, not only as far 
as the city items are concerned, but also 
with reference to transit and own items. 
This force does not hesitate to forw 
a letter to any point on which there 
may be an accumulation of items, oF 
large checks, where a saving in time 
can be effected. They also handle all 
incoming mail, sort down special letters 
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to oficers and various departments, and 
prepare collections, both city and coun- 
try, thus avoiding any delay in the 
dispatching of out-of-town items, and 
insuring early presentation of city items 
through the clearing house, or by the 
runners. 

The night force, in addition, delivers 
to the New York City messengers, at 
4.30 A. M., all checks on that point 
received up to that time. These checks 
are cleared in New York on the same 
morning. Half of the night force re- 
ports on Saturday night and the other 
half on Sunday night. A similar set- 


up is arranged for over holidays. 


MORNING MAIL LOAD BROKEN 


Through the medium of the night 
force the peak load, for incoming mail, 
which usually occurs in the early morn- 
ing, is broken down considerably so that 
all city checks, even those received in 
the 9.20 A. M. mail are cleared in the 
10.00 A. M. exchange. 

It is interesting to know that in a 
bank employing extra forces the work 
on the incoming mail on Mondays, and 
the day after holidays, is comparatively 
light. This is because the extra forces, 
being the first line of defense, in so far as 
the mail work is concerned, have cleared 
the checks over the week-end or holiday. 
This is as it should be for all the extra 
available time is required on the morn- 
ings in question to take care of the 
work on the incoming Clearing House 
Exchange packages, which ig excep- 
tionally heavy on those days. 


MAJOR ACCOMPLISHMENTS OF EVENING 
AND NIGHT FORCES 


1. Complete handling of city and 
country checks deposited late in day. 

(a) From tellers. 

(b) From branches. 

(c) From local banks and trust com- 
panies 

2. Finishing of late accounting de- 
tails, 

(a) From branches. 

(b) Settlement sheets 
partments), 


(certain de- 


(c) Auditors’ proof (settlement of 
bank as a whole). 

(d) Bookkeepers’ postings. 

(e) General ledger. 

3. Handling of incoming and out- 
going mail. 

(a) Open and break down incoming 
mail for various types of enclosures. 

(b) Sort, list, prove late and mail 
deposits. 

(c) Sort and list various city checks 
to clearing house or run packages. 

(d) Sort and list transit items to col- 
lecting agent. 

(e) Dispatch transit items (via regu- 
lar mail trains, air mail, N. Y. mes- 
sengers). 

(f) Receive and dispatch return items. 

(g) Receive and dispatch B/L drafts, 
also special sight or close maturity col- 
lections. 

4. Miscellaneous. 

(a) Prepare and list regular country 
collections. 

(b) Prepare city collections for early 
presentation through clearing house or 
by runners. 

(c) Participate in 8 A. M. clearing 
house exchange. 

(d) Assist in analyzing accounts. 

(e) Run statements. 

(f) Dispatch statements end of period. 

(g) Telephone switchboard. 

(h) Coin wrapping. 


ADVANTAGES TO DEPOSITORS AND 
CORRESPONDENTS 


1. Insures earliest possible presenta- 
tion of items (cash and collections). 

2. Insures earliest possible return for 
unpaid items. 

3. Insures maximum available 
ance at all times. 

4. Avoids risks that may be involved 
on kited checks. 

5. Avoids risks that may be involved 
by failures. 

6. Permits releasing of commodities 
sold, at earliest date. 

7. Improves service handling, notes, 
drafts, acceptances of early maturities. 

8. Quicker possession or release of 
goods on B/L drafts. 


bal- 
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9. Saves possible demurrage charge. 

10. Quicker advices of fate on special 
items. 

11. Avoids delay of deposits in post 
office awaiting bank opening time. 

12. Avoids delay of checks in transit 
department awaiting bank closing time. 

13. Receives greater benefits from the 
constantly improving air mail service, 
since many planes leave late in evening 
and early morning. 

14. Insures that a “transit item,” as 
the name implies, is kept constantly on 
the move. 


ADVANTAGES TO BANKS MAINTAINING 
EXTRA FORCES 


1. Better service to depositors and 
correspondents. 

2. Quicker transfer of deposits into 
reserves. 

3. Economy of space and equipment. 

4. Helps keep down employes’ hours 
to uniform schedule. 

5. Reduces number of own items that 
may be returned for reason “uncollected 
funds.” 

6. Reduces activity loads at peak 
periods. 

7. Better attendance records of em- 
ployes. 

8. Day force being relieved of extra 
pressure in the morning is enabled to 
get an earlier start on over-the-counter 
deposits. This condition is exceptionally 
desirable on Saturdays. 

9. In general, work flows through all 
departments earlier, smoother, and more 
evenly, with the result better settle- 
ments are effected. 


-~©- 


As far as banking is concerned, it must 
be recognized that many of our greatest 
institutions are purely commercial banks 
and have not been organized for the 
purpose of lending on real estate. Lend- 
ing on real estate is a separate branch of 
lending with its own peculiar problems 
and can be undertaken with safety only 
by those experienced and properly 
equipped.—Robert V. Fleming, presi- 
dent, American Bankers Association. 


THE CHASE BANK LIBRARY 
WORK 


A recent writer in “The Chase” py 
lished by the Chase National Bank } 
New York describes as follows the wor 
ing of that bank’s excellent library: © 


Here on the ninth floor at 46 
street is a well-lighted, active, and att 


tive reference center—a storehouse of fag 


and figures filed for the use of the 


Bank. But just how active it is and ht 


well it serves the Bank’s staff you can k 
little idea unless, as the writer did, 


spend a few hours at the Librarian's des 


listening to the constant ringing of | 


telephone bringing from every corner { 
the Bank widely different requests for 4 


formation. 
“What is the latest Department of 


culture estimate on the cotton crop of 1935} 


Trade letters, official reports, and all of t 


important cotton industry publications @ 


available to ascertain information on 
commodity. 
“What was the quotation for Mt. Uni 


Oil on February 8, 1930?" an estate is B 


ing handled in the Trust Department 


quotation on this obscure stock is needed] 


once. A quotation register is consulted % 
the quotation is found within a few 


utes. (Manuals and books on _ obsolet 


securities are also available for this type'g 
information.) 


“What was the rate of exchange, Londd 


on Persia, on June 4, 1912?” “How mut 


au 


rubber was produced in the Netherlam 
East Indies yearly from 1925 to dat 


“What were the high and low rates on # 
guilder last week?” ‘What is the work 
visible supply of wheat?” “When was 


Banco do Brasil chartered?” 


Supplying the answers to these numer 


questions is the full-time job of the B 


librarian, Miss Margaret Cochrane and hi 


staff of assistants. “We have a splen 
reference collection here,” she said in 
plaining her work—‘reports covering 


country and industry; all of the leadif 


economic and trade magazines both forel 
and domestic—some of them bound for maf 


years back; and many other informatie r 


sources too numerous to mention.” 


“I should think you would be swamp 
with all of these calls for help,” we pf 


in, as the telephone rang loudly. “Oh, 


Miss Cochrane replied, as her assista 


answered a request involving recent 
eral legislation, “in spite of the fact 
we average over 1500 inquiries a mone 
are glad to have them. After all, that 


what the Library is for and we want to ma 


it just as useful as possible to the B 
entire staff.” 








